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FOREWORD 


During  late  September,  1967,  the  Assistant  Secretary  of 
Defense  (Manpower  and  Reserve  Affairs)  and  the  Assistant 
Secretary  of  Defense  (Installations  and  Logistics)  requested 
the  Logistics  Management  Institute  to  conduct  a  study  of  the 
Department  of  Defense  military  exchanges.  This  study  has  been 
in  progress  since  that  date,  and  the  task  is  completed  with  the 
submittal  of  this  report.  Because  of  the  broad  scope  of  opera¬ 
tions  and  the  complexity  of  exchange  functions,  in-depth  studies 
of  all  activities  were  not  possible  within  the  allotted  time 
frame.  Thus.  LMI  has  given  priority  to  those  areas  which 
appear  to  offer  the  highest  return  and  has  concentrated  its 
efforts  on  those  functions. 

The  Institute  would  like  to  express  its  sincere  gratitude 
for  the  cooperation  and  assistance  of  the  military  departments 
and  the  three  exchange  services.  Without  the  total  support  of 
the  Army-Air  Force  Exchange  Service  (AAFES),  the  Navy  Ship's 
Store  Office  (NSSO) ,  and  the  Marine  Corps  Exchange  Service  this 
project  could  not  have  been  completed.  It  is  impossible  to  per¬ 
sonally  acknowledge  everyone  who  contributed  to  this  report,  but 
the  contributions  of  all  involved  have  been  significant. 

Of  necessity  the  report  concentrates  on  areas  offering 
opportunities  for  improvement.  It  should  be  emphasized,  hcwever, 
that  there  are  many  instances  of  excellent  and  even  superior 
operation  m  present  exchange  activities.  We  will  attempt  to 
highlight  these  wherever  possible.  It  would  be  easy  for  a 
reader  to  lose  overall  perspective  if  these  examples  of  progres¬ 
sive  management  planning  and  fine  operation  were  not  mentioned 
along  with  the  report's  recommendations  for  changes. 
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|  I.  SUMMARY 

i 

The  task  order  covering  this  LMI  study  of  military  exchangee, 
and  the  verbal  instructions  which  accompanied  it,  set  forth 
certain  study  objectives  which  can  be  simply  stated.  The  report 
is  intended  to  supply  the  Office  of  the  Secretary  of  Defense 
with : 

1.  An  assessment  of  the  present  organizational  struc¬ 
tures  and  management  of  the  three  exchange  services. 

2.  Suggestions  covering  ways  and  means  of  increasing: 

(a)  responsiveness  of  the  exchange  services,  and 

(b)  the  operational  efficiency  with  which  they  are 
managed  and  operated. 

3.  A  summary  of  the  interfaces  and  problem  areas  which 
are  of  particular  concern  to  the  Office  of  the 
Secretary  of  Defense. 

Exchange  sales  totaled  nearly  $3  billion  in  FY  '68  with 
t  net  profits  of  approximately  $160  million.  Total  employment 

stands  at  nearly  120,000  for  all  three  exchange  services. 

The  primary  objective  of  military  exchanges  is  to  serve 
and  benefit  the  military  consumer  and  his  family.  Our  observa- 
|  tions  and  analyses  convinced  us  that  the  three  exchange  ser¬ 

vices  are  fulfilling  this  mission,  both  in  CONUS  and  overseas, 
i  In  addition  they  have  been  responsive  to  their  secondary 

mission  of  contributing  to  military  department  welfare  and 
j  recreation  funds.  These  contributions  totaled  over  $112  million 

( 


[ 
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in  FY  '68.  The  remaining  profits  have  been  set  aside  for 
capital  facilities  investment  and  working  capital.  I 

The  study  was  initiated  in  October  1967  and  is  completed 
with  the  submittal  of  this  report.  The  study  included  all 
three  exchange  services,  the  Army-Air  Force  Exchange  Service 
(AAFES) ,  the  Navy  Ship's  store  office  (NSSO) ,  and  the  Marine 
Corps  Exchange  Service.  Our  examination  took  us  worldwide  to 
nearly  all  principal  exchange  areas  except  those  in  the  Republic 
of  "ietnam.  The  effort  included  not  only  a  study  of  exchange 
operations  but  also  an  examination  of  military  command  relation¬ 
ships  and  customer  and  supplier  attitudes. 

LMI  believes  that  the  exchanges  are  generally  well  managed 
and  controlled.  However,  we  identified  many  opportunities  for 
refinement  and  improvement  both  in  the  organizational  structures 
of  the  exchange  services  and  the  management  practices  which 
they  employ.  In  many  cases  where  gaps  and  weaknesses  in  poli¬ 
cies  and  procedures  are  evident,  the  exchange  services  have 
already  taken  action  or  are  planning  to  take  action  to  resolve 
the  problems.  Our  concentration  on  problem  areas  and  opportuni¬ 
ties  for  improvement  should  rot  detract  from  the  many  examples 
of  excellent  management  and  operations  which  we  observed. 

in  many  respects  we  found  the  exchange  services  to  be  in 
a  period  of  transition.  AAFES  on  a  total  systems  basis,  the  I 

Navy  excnances  on  a  limited  basis,  and  the  Marines  in  the 
initial  conceptual  stages  have  all  apparently  recognized  the  I 

benefits  which  may  be  attainable  in  consolidating  or  aggre- 
7atj.no  certain  functions  on  an  area  basis.  Both  AAFES  and  the  I 

N”°  Ka/e  f°™ed  sizable  centralized  headquarters  functions  to 
generate  policy  and  procedures,  and  in  some  instances  have  I 

I 
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centralized  operational  functions  such  as  general  accounting, 
CONUS  payroll,  etc.  The  Army-Air  Force  Exchange  Service  is 
undergoing  the  greatest  degree  of  management  system  change  of 
any  of  the  three  services  at  this  time,  and  as  a  result, 
probably  has  more  problems  which  are  evident  on  the  surface. 

The  Navy,  on  the  other  hand,  is  essentially  operating  under  two 
concepts.  Most  Navy  exchanges  operate  separately  under  the 
technical  guidance  of  NSSO,  while  others  are  being  brought 
together  under  an  area  consolidation  as  envisioned  in  the  Navy 
Exchange  Service  Center  concept.  The  Marine  exchanges  are 
testing  the  consolidation  of  selected  financial  functions  to 
determine  specific  benefits  before  moving  further. 

In  reviewing  present  exchange operations  the  following 
observations,  analyses,  or  conclusions  appear  to  be  the  most 
important : 

1.  Mission  statements  of  the  three  exchange  services 
vary  to  some  degree  with  no  apparent  priority  of 
missions  noted  in  two  of  them.  We  believe  there 
is  a  definite  need  for  a  precise,  clear  mission 
statement  which  clarifies  priorities  and  which  is 
common  to  all  exchange  services.  The  mission 
statement  should  be  included  in  the  Armed  Services 
Exchange  Regulations.  As  we  understand  it,  the 
priority  desired  by  DoD  places  services  to  the  con¬ 
sumer  first  and  the  creation  of  exchange  profits 
second . 

2.  In  our  judgment  there  would  be  distinct  advantages 
in  having  one  common  set  of  procurement  policies, 
regulations,  and  procedures  for  the  exchange  services. 
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Since  all  exchange  services  are  presently  using  vari¬ 
ations  of  Price  Agreement  Bulletins,  we  believe  it 
would  be  desirable  to  use  one  common  set  of  PAB's 
for  repetitively  procured  items  which  are  in  general 
demand  in  both  CONUS  and  overseas  exchanges.  Like¬ 
wise,  commonality  of  customers  and  merchandise  in  the 
three  exchange  services  warrants  common  or  jointly 
sponsored  buying  clinics.  Other  procurement  techniques, 
such  as  national  contracts,  can  provide  additional 
savings  to  the  consumer;  an  objective  which,  however, 
should  not  be  allowed  to  compromise  customer  demands 
for  a  choice  of  national  brands. 

3.  The  principle  of  providing  price  equity  to  all  mili¬ 
tary  consumers  is  best  served  by  having  common  pricing 
policies  and  procedures  worldwide.  However,  these 
should  recognize  the  variations  in  local  environments, 
and  should  permit  flexibility  among  areas  but  require 
price  consistency  within  a  local  area  for  both  mer¬ 
chandise  and  personal  services.  We  therefore  suggest 
a  common  retail  markup  guide  for  merchandise  pricing, 
and  some  common  criteria  to  guide  local  areas  in  set¬ 
ting  prices  on  personal  services. 

4.  AAFES  experience  and  Navy  projections  indicate  that 
area  consolidations  of  inventory  management  functions 
will  permit  greater  visibility  of  stock  structure 
weaknesses  and  will  identify  opportunities  for  improve¬ 
ment.  The  area  concept  provides  an  economically 
feasible  environment  for  electronic  data  processing 

in  inventory  management,  and  thus  makes  possible 


5 


improved  control  of  stock  structures. 

Similarities  of  missions  and  customer  clientele  sup¬ 
port  the  premise  that  there  would  be  considerable 
benefit  from  havings 

(a)  common  supplier  quality  experience  files. 

(b)  common  merchandise  inspection  and  acceptance 
standards,  and 

(c)  common  quality  assurance  examiners  at  plants 
supplying  more  than  one  exchange  service. 

There  is  a  growing  realization  both  in  the  exchanges 
and  in  their  commercial  counterparts  that  optimum 
distribution  patterns  for  merchandise  may  vary  from 
commodity  to  commodity.  LMI's  observations  support 
this,  and  we  suggest  that  the  exchanges  will  benefit 
if  detailed  cost  and  delivery  trade-offs  are  conduc¬ 
ted  on  a  commodity-by-commodity  basis. 

An  area  distribution  concept,  incorporating  some  of 
the  best  features  of  both  the  AAFES  ASC's  and  the 
Navy's  Exchange  Service  Center  concept,  presents  sub¬ 
stantial  possibilities  for  benefits  and  savings 
through : 

(a)  consolidated  procurements  and  shipments  which 
can  be  containerized  at  vendor  plants; 

(b)  lower  freight  and  transportation  costs  due  to 
higher  volume  shipments; 

(c)  reduction  in  the  number  of  out-of-stock  instances 
through  shared  central  warehouses; 

(d)  possible  pooling  of  available  capital  in  an  area 
to  obtain  a  single  warehouse  with  modern  materi¬ 
als  handling  equipment;  and 
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(e)  elimination  of  duplication  in  local  transporta¬ 
tion  within  an  area. 

8.  Present  variations  in  firancial  and  accounting  systems 
make  it  practically  impossible  to  compare  the  perfor¬ 
mance  of  one  exchange  service  with  another.  If  compar¬ 
ability  at  the  OSD  or  military  departmental  level  is 
desired,  consistent  accounting  policies  and  identical 
accounting  formats  will  be  required. 

9.  Experience  to  date  in  AAFES  ASC's  plus  projections  of 
the  Navy  NESC  concept  indicate  the  value  of  electronic 
data  processing  (EDP)  methods  in  many  exchange  func¬ 
tions  at  all  levels.  Although  commonality  of  EDP  sys¬ 
tems  is  not  a  necessary  requirement,  LMI  believes 
that  all  exchange  services  would  benefit  from  closer 
coordination  and  interchange  of  EDP  concepts,  programs, 
and  operating  procedures. 

10.  All  exchange  services  agree  that  there  is  a  need  to 
revise  the  exchange  facilities'  space  criteria  to  more 
realistically  reflect  the  customer  strength  patronizing 
the  exchanges.  These  criteria  should  also  recognize 
the  effect  of  customer  strength  and  sales  upon  ware¬ 
house  requirements. 

11.  LMI  sees  no  reason  to  suggest  either  the  direct  opera¬ 
tion  or  the  concession  operation  of  personal  services 
to  the  exclusion  of  the  other.  Local  conditions  often 
dictate.  Common  decision  criteria  should  be  developed 
among  the  exchange  services,  however,  and  should  be 
applied  uniformly  within  a  local  area  to  present  a 
consistent  front  to  the  local  business  community. 
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12.  Tha  exchange  servlcee  and  their  employees  would  bene¬ 
fit  from  a  single  personnel  evatem  common  to  the 
three  exchange  services. 

In  addition  to  an  examination  of  each  function  we  made  an 
evaluation  of  the  present  operating  concepts,  and  came  to 
several  conclusions  noted  below. 

We  believe  that  the  AAFES  Area  Support  Center  concept  is 
sound  and  offers  significant  advantages  and  future  opportunities 
with  the  following  reservations: 

1.  AAFES  has  not  yet  reached  a  state  of  refinement  in 
determining  the  optimum  number  of  ASC's,  Pacific 
regions,  or  European  areas,  nor  have  they  determined 
the  optimum  size  of  staffs  supporting  these  opera¬ 
tions. 

2.  Physical  distribution  patterns  need  considerable 
study  and  refinement,  probably  on  an  item-by-item 
basis . 

Present  AAFES  command  relationships  with  military  commands 
in  both  Europe  and  the  Pacific  involve  considerations  far  be¬ 
yond  the  scope  of  this  study.  From  the  limited  UMI  perspective, 
i.e.,  exchange  operations,  they  appear  to  be  well  founded  and 
effective.  In  CONUS  we  believe  that  individual  exchanges  will 
be  more  responsive  and  effective  if  placed  directly  under  Area 
Support  Center  management . 

Likewise,  we  believe  that  the  Navy  Exchange  Service  Center 
concept  offers  distinct  advantages  over  the  present  Navy  methods 
of  individual  store  procurement,  distribution,  and  operation. 

We  suggest,  however,  that  this  new  concept  would  be  more 
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effective  if  the  procurement  functions  could  be  centralized 
under  the  NESC  to  the  point  that  all  stock  structures  and  buying 
are  controlled  from  the  NESC. 

We  believe  that  present  command  relationships  between 
individual  Navy  exchanges  and  base  commanders  are  well  under¬ 
stood  and  effective  for  the  present  concept  of  operation.  With 
the  advent  of  the  NESC's,  however,  we  believe  that  all  exchanges 
under  a  NESC  area  should  report  directly  to  that  area  headquar¬ 
ters. 

The  present  decentralized  Marine  exchange  concept  is  working 
well  and  is  responsive  to  Marine  military  commands.  However, 
we  believe  that  opportunities  for  better  service  and  economies 
of  operation  exist  in  area  consolidations  of  nearly  all  func¬ 
tions.  The  Marines  are  presently  examining  the  opportunities 
on  the  West  Coast  and  are  testing  the  consolidation  of  certain 
functions  at  Camp  Pendleton. 

Inasmuch  as  the  three  exchange  services  are  presently  pro¬ 
viding  a  responsive  service  to  their  customers  and  are  producing 
profits  and  welfare  contributions  in  fulfillment  of  their  mis¬ 
sions,  we  approach  with  caution  any  suggestion  of  major  changes 
in  their  organizational  structures.  However,  our  task  to  pro¬ 
pose  an  optimum  organizational  structure  requires  that  we  pre¬ 
sent  several  alternatives  to  the  present  method,  briefly  des¬ 
cribed  as  follows: 

1.  Alternative  A  -  The  three  present  exchange  services 
could  remain  organizationally  separate  as  they  are 
today.  However,  certain  policies,  procedures,  and 
functions  could  be  standardized  or  changed  to  increase 
their  responsiveness  and  reduce  their  operating  costs. 
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2.  Alternative  B  -  The  three  present  exchange  services 
could  be  reduced  to  two  by  combining  the  Navy  and 
the  Marine  systems  into  one.  Standardization  of  cer¬ 
tain  policies  and  procedures  between  the  Navy-Marine 
exchange  system  and  the  AAFES  would  be  included  as 
noted  under  Alternative  A. 

3.  Alternative  C  -  The  three  present  exchange  services 
could  be  combined  into  one  DoD-wide  exchange  service 
under  several  possible  arrangements: 

(1)  The  combination  could  be  administered  as  a  joint 
exchange  service  reporting  to  the  chiefs  of  the 
four  military  services. 

(2)  The  combination  could  be  operated  as  a  DoD  agency. 

(3)  The  combination  could  be  structured  as  a  wholly 
owned  government  corporation. 

If  desired,  provision  could  be  made  for  an 
advisory  board  under  any  of  the  sub-alternatives,  with 
representation  from  both  the  military  and  the  commer¬ 
cial  segment  of  industry. 

Our  evaluation  of  the  organizational  alternatives  has  been 
heavily  influenced  by  two  considerations. 

The  first  is  the  finding  in  Section  IV  of  this  report  that 
common,  DoD-wide,  policies  or  procedures  or  both  will  benefit 
every  one  of  the  dozen  or  more  functional  areas  which,  in  the 
aggregate,  make  up  the  exchange  services.  Alternative  A, 
therefore,  would  require  joint  task  groups  to  consider  changes 
which  would  affect  virtually  all  exchange  functions.  A  point 
of  coordination  for  such  reviews  would  be  required  and  there 
appears  to  be  no  suitable  point  short  of  OSD  itself.  We 
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believe,  therefore,  that  Alternative  A  would  be  cumbersome  to 
implement  and  the  results  would  be  uneven  and  slow  to  achieve. 

The  second  consideration  involves  the  relative  Bizes  of 
the  three  exchange  systems.  AAFES  contributes  about  73%  of 
total  exchange  sales,  NSSO  about  22%,  and  the  Marines  a  little 
under  5%  These  figures  indicate  that  Alternative  B,  a  Navy- 
Marine  combination,  would  have  relatively  small  total  impact 
when  measured  against  DoD  exchange  services  as  a  whole.  Such  a 
move  might  be  justified  if  the  initiative  for  it  came  from  the 
Marines  out  of  a  desire  to  make  more  extensive  use  of  NSSO  cen¬ 
tralized  and  area  services  than  is  now  the  case.  We  cannot 
recommend  it  on  the  basis  of  this  DoD-wide  exchange  study. 

We  have  concluded  that  Alternative  C  offers  the  optimum 
way  to  achieve  the  benefits  described  in  Section  IV.  In  addition 
it  provides  an  environment  for  the  reduction  or  elimination  of 
redundancy  among  the  three  present  exchange  services . 

In  broad  terms  Alternative  C  calls  for:  (1)  procurement 
operations  centralized  at  the  headquarters  level,  (2)  central¬ 
ized  general  accounting  and  capital  management,  and  (3)  area 
responsibility  for  stock  assortments,  physical  distribution, 
inventory  management,  and  cost  accounting.  Local  exchange  re¬ 
sponsibilities  include  generation  of  requirements  and  operation 
of  the  retail  and  service  outlets. 

Command  lines  from  unified  or  major  military  commands  over¬ 
seas  to  overseas  exchange  headquarters  are  presently  matters 
for  the  theater  commanders  to  determine.  In  CONUS  we  would 
suggest  a  direct  command  line  from  exchange  headquarters  down 
to  the  areas  and  thence  to  the  local  exchanges  since  the  military 
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environments  are  different  from  those  overseas  and  there  Is  a 
direct  feedback  from  the  military  departments  in  CONUS  to  the 
exchange  headquarters. 

The  question  whether  the  single  DoD-wide  exchange  service 
visualized  in  Alternative  C  should  be  set  up  as  a  joint  service 
or  as  a  DoD  agency  involves  considerations  beyond  the  scope  of 
exchange  operations  and  this  study,  and  we  make  no  recommendation 
on  that  point.  The  applicability  of  the  government  corporation 
concept,  as  a  sub-alternative  under  Alternative  C,  appears  to 
us  to  be  feasible  only  if  the  DoD  decides  that  the  exchange  sys¬ 
tems  should  be  set  up  as  one  or  more  discrete  organizational 
entities  with  a  clear  management  chain  extending  from  the  central 
headquarters  down  to  the  individual  CONUS  and  overseas  exchanges, 
and  with  the  authority  over  the  exchanges  of  the  theater  comman¬ 
ders  as  well  as  post  or  base  commanders  defined  as  something  less 
than  "command."  This  sub-alternative  thus  also  raises  issues 
beyond  the  scope  of  this  study  and  we  make  no  recommendation 
regarding  it. 

Summarizing  our  evaluation  of  the  various  organizational 
alternatives: 

a.  LMI  concludes  that  the  optimum  form  of  organization 
for  Department  of  Defense  military  exchanges  would 
be  a  single  Armed  Services  Exchange  Service  with  all 
exchange  activities  combined  under  one  central  ex¬ 
change  headquarters  (Alternative  C) . 

b.  LMI  makes  no  recommendation  as  to  which  option  should 
be  chosen  under  Alternative  C.  There  are  considera¬ 
tions  beyond  the  scope  of  this  task  which  would  in¬ 
fluence  a  decision  one  way  or  the  other. 
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c.  A  theater  commander's  authorities  are  not  an  appro¬ 
priate  subject  for  study  in  connection  with  a  review 
of  military  exchange  management.  LMI  familiarized 
itself  with  the  manner  in  which  the  exchange  systems 
have  been  organized  and  operate  in  Europe  and  in  the 
Pacific  under  CINCEUR  and  CINCPAC.  The  organizational 
arrangement  in  each  theater  is  described  as  satis¬ 
factory  by  the  operational  commanders  concerned  and 
appears  to  LMI  to  be  conducive  to  responsive  and 
efficient  exchange  operations.  Unless  sub-alternative 
C  (3)  were  adopted,  implementation  of  Alternative  C 
would  not  of  itself  affect  the  organizational  arrange¬ 
ments  in  either  theater. 

LMI  believes  that  it  would  be  impractical,  if  not  impossible, 
to  move  directly  from  the  status  quo  to  a  rapid  implementation 
cf  Alternative  C  with  any  of  its  sub-alternatives.  Nor  do  our 
findings  with  respect  to  the  effectiveness  and  efficiency  of 
present  operations  indicate  that  a  rapid  reorganization  should 
be  considered.  A  substantial  amount  of  prior  planning  should 
take  place  prior  to  such  a  move. 

Regardless  of  which  alternative  is  finally  chosen,  there 
are  several  aspects  of  OSD's  role  in  exchange  affairs  which 
should  be  highlighted.  At  the  present  time  there  is  very  little 
involvement  of  OSD  staff  groups  in  exchange  affairs  except  in 
OASD  (Manpower  and  Reserve  Affairs)  and  OASD  (Installations 
and  Logistics)  .  In  OASD(I&L)  the  only  discernible  significant 
involvement  is  in  the  office  of  the  Deputy  Assistant  Secretary 
of  Defense  (Properties  and  Installations) .  In  OASD  (Manpower 
and  Reserve  Affairs)  a  small  staff  is  presently  acting  as  the 
focal  point  of  exchange  and  other  resale  activities  at  the  OSD 
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level.  We  see  the  need  for  greater  involvement  of  the  various 
OSD  functional  staffs  in  broad  policy  development,  but  suggest 
that  the  focal  point  remain  in  OASD  (M&RA)  since  the  exchanges 
are  primarily  a  morale  activity.  We  also  conclude  that  the 
exchange  services  should  make  greater  use  of  the  OASD  (M&RA) 
staff  in  policy  problems  which  might  pertain  to  all  exchange 
services  or  to  other  elements  of  the  Government  outside  the  DoD. 

The  LMI  Task  Order  also  asked  that  we  study  the  inter¬ 
relationships  between  the  exchanges  and  other  non-appropriated 
fund  activities.  After  considering  these  various  interfaces 
and  interrelationships,  we  believe  that  the  recommendations 
made  in  this  report  regarding  exchanges  will  not  adversely 
affect  other  non-appropriated  fund  activities. 

I*  the  exchange  managed  all  food  service  and  resale  opera¬ 
tions,  including  concession  sales,  there  would  be  some  reduction 
in  the  amount  of  profits  being  held  at  the  local  posts  and 
bases  involved.  This  would  be  offset,  however,  by  the  increased 
exchange  profit  available  for  distribution  to  welfare  and  recrea¬ 
tion  activities. 

Additional  exchange  support  of  clubs  and  messes  in  pro¬ 
viding  supplies  and  equipment  should  result  in  additional 
profit,  both  to  the  exchange  and  to  the  clubs  and  messes  which 
take  advantage  of  this  opportunity  for  centralized  purchase. 


II.  INTRODUCTION 
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A.  STATEMENT  OF  THE  TASK  AND  AREAS  OF  INTEREST 

Increased  attention  is  being  directed  toward  Department  of 
Defense  exchange  activities  primarily  as  a  result  of  their 
rapid  growth  over  the  past  few  years.  In  FY  19681  the  Army-Air 
Force  Exchange  Service,  the  Navy  exchange  elements  of  the  Navy 
Ship's  Store  Office,  and  the  Marine  Corps  Exchange  Service 
aggregated  a  total  of  $2.84  billion  in  sales  and  generated 
profits  amounting  to  $160  million.  The  build-up  of  military 
forces  in  support  of  operations  in  Southeast  Asia,  plus  in¬ 
creasing  numbers  of  retired  personnel  and  dependents  in  CONUS 
who  have  the  exchange  privilege,  along  with  the  increased  buy¬ 
ing  power  of  the  individual  exchange  patron,  have  been  the 
major  causes  of  this  expansion.  Exchange  operations  are  defi¬ 
nitely  big  business,  and  as  such  invite  careful  management  scru¬ 
tiny  and  evaluation. 

The  ASD  (Manpower  and  Reserve  Affairs)  and  the  ASD  (Instal¬ 
lations  and  Logif.-tics) ,  in  their  Task  Order  68-5  to  LMI,  have 
asked  that  f^e  Institute  make  a  complete  management  assessment 
and  analyses  DoD  military  exchanges.  As  LMI  formulated  an 
approach  to  mis  study,  the  Assistant  Secretaries  and  their 
staffs  identified  certain  questions  to  be  answered  and  expressed 
interest  in  certain  areas.  These  included: 


Fiscal  Year  closing  dates  vary  among  the  three  exchange 
services,  as  will  be  noted  in  Section  IV.  G. 
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1.  Are  the  mission  statements  of  the  exchange  services 
well  defined,  and  are  the  exchanges  responsive  to 
their  missions?  (Missions  are  discussed  in  detail 
in  Section  IV  A.) 

2.  Are  the  exchanges  well  managed  and  under  control? 

(See  Sections  I.  and  IV.) 

3.  What  major  restructuring  of  policy  and  organization 
is  needed  in  exchange  activities?  (See  Sections  IV. 
and  V.) 

4.  Is  OSD's  rcle  in  exchange  activities  clearly  defined? 
What  participation  by  various  OSD  staff  elements  is 
desirable?  (See  Sections  IV. N.  and  V.) 

5.  Are  the  exchanges  keeping  pace  with  commercial  retail 
practices?  (Sec  Section  IV.) 

6.  Are  procurement  practices  presently  employed  by  the 
three  exchange  services  sound  and  conducive  to  satis¬ 
fying  the  mission  of  providing  the  best  possible  ser¬ 
vice  and  price  to  the  consumer?  (See  Section  IV.) 

These  and  other  questions  stimulated  the  present  task  order 
which  is  included  as  Appendix  A. 

B .  CONSTRAINTS.  LIMITATIONS.  AND  PERIPHERAL  CONSIDERATIONS 

Although  the  present  LMI  task  order  is  primarily  oriented 
toward  the  overall  management  structure  and  organization  of  ex¬ 
changes,  there  are  several  constraints,  either  stated  in  the 
task  order  or  given  verbally,  which  should  be  noted.  Specific¬ 
ally,  LMI  is  not  to  be  concerned  with: 
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1.  Any  evaluation  of  the  basic  need  for  military 
exchangee . 

2.  Any  detailed  recommendations  concerning  manning 
requirements. 

3.  Any  specific  evaluation  or  recommendations  concern¬ 
ing  the  types  of  items  offered  for  resale. 

4.  Any  investigation  of  malpractice  and/or  possible 
black  market  activities. 

There  is  a  need  to  understand  basic  considerations  in  the 
first  three  since  their  interfaces  with  the  organizational 
structure  and  management  practices  led  to  certain  conclusions. 
These  instances  will  be  noted  in  detail  at  the  proper  points  in 
the  body  of  the  report.  However,  LMI  has  made  no  investigation 
of  the  fourth  item  noted  above. 

A  major  constraint  in  conducting  the  study  was  the  in¬ 
ability  of  the  study  group  to  visit  the  Vietnam  Regional  Ex¬ 
change  operation.  An  attempt  was  made  to  secure  clearance  for 
the  trip,  but  the  heavy  traffic  and  press  of  other  problems  in 
Vietnam  made  it  impractical.  The  group  did  visit  the  Thailand 
Region  exchanges  and  viewed  combat  support  operations  there. 
However,  the  major  impact  on  the  Army-Air  Force  Exchange  Service 
ever  the  past  few  years  has  been  the  build-up  and  operation 
within  the  Vietnam  region.  We  have  included  some  facts  and 
discussions  of  Vietnam  exchange  operations  where  information 
exists,  but  the  study  has  been  completed  without  personal  ob¬ 
servations  in  that  area. 
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C.  STUDY  APPROACHES .  SCOPE,  ASP  OBJECTIVES 

LMi  examined  all  three  Department  of  Defense  exchange  ser¬ 
vices  r  the  Army-Air  Force  Exchange  Service  (AAFES) ,  the  Navy 
Ship's  Store  Office  (NSSO),  and  the  Marine  Corps  Exchange  Ser¬ 
vice.  Operations  are  worldwide  in  all  three,  and  LMI  visited 
European,  Pacific,  and  Far  Eastern  installations,  as  well  as 
many  of  those  located  in  continental  United  States. 

Within  the  Navy  Ship's  Store  Office  exchange  operations 
are  divided  into  three  segments:  (1)  the  Navy  shore-based  ex¬ 
changes  operating  under  non-appropriated  funds,  (2)  the  Ship's 
Stores  Afloat,  which  is  an  appropriated  fund  activity,  and 
(3)  Mi’itary  Sea  Transport  Service  (MSTS)  exchanges  which  are 
operated  under  non-appropriated  funds.  LMI  briefly  examined 
loth  Ship's  Stores  Afloat  and  MSTS  exchanges.  We  recognize 
the*-  .idny  of  the  shore-based  exchange  policies  are  applicable 
to  both  of  these  types  of  exchanges.  We  did  not,  however, 
investigate  exchange  operations  or  problems  aboard  ship 
connected  with  either  Ship's  Stores  Afloat  or  MSTS  exchanges. 
Nor  did  we  attempt  to  identify  any  specific  problems  associated 
with  the  fact  that  Ship’s  Stores  Afloat  operate  as  an  appro¬ 
priated  fund  activity. 

LMi  found  much  of  interest  in  the  "area"  concepts  which 
will  be  described  later.  This  prompted  the  Institute  to  make  a 
rather  detailed  examination  of  both  AAFES  Area  Support  Centers 
and  the  Navy  Exchange  Service  Center  concept,  which  is  in  its 
initial  implementation  stages  in  the  San  Diego  area. 

The  full  range  of  the  functions  employed  in  operating  ex¬ 
changes  was  studied.  Because  of  the  large  scope  of  exchange 
activities  it  was  necessary,  in  certain  functional  areas,  '-.o 
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merely  Identify  some  possible  opportunities  for  improvement 
without  developing  detailed  analyses  and  recommendations.  How¬ 
ever,  we  believe  that  we  have  covered  the  more  significant  areas. 

During  the  course  of  the  study  we  had  the  opportunity  to 
visit  several  commercial  concerns  or  their  executives,  and 
found  many  similarities  between  the  exchanges  and  their  commer¬ 
cial  counterparts.  In  drawing  any  comparisons  between  the  ex¬ 
changes  and  these  commercial  concerns,  however,  we  have  been 
careful  to  recognize  the  differing  missions  and  environments 
under  which  each  operates. 

The  heaviest  LMI  concentration  was  centered  upon  organiza¬ 
tional  considerations  plus  those  key  functions  of  procurement, 
inventory  management,  physical  distribution,  and  financial 
management. 

A3  called  for  in  the  task  order,  a  major  area  of  interest 
throughout  the  study  has  been  the  interfaces  which  exist  among 
the  exchanges  and  other  government  non-appropriated  fund  activi¬ 
ties,  such  as  officers'  and  enlisted  men's  clubs,  open  messes, 
liquor  stores,  and  recreational  activities.  The  task  order  im¬ 
plies  that  the  study  should  examine  the  desirability  of  extend¬ 
ing  exchange  procurement  policies  to  those  other  non-appropri¬ 
ated  fund  activities. 

The  objectives  of  this  study  can  be  simply  stated.  The 
report  is  intended  to  provide  the  Office  of  the  Secretary  of 
Defense  with: 

1.  An  assessment  of  the  present  organizational  struc¬ 
ture  and  management  of  the  three  exchange  services. 
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2.  Suggestions  covering  ways  and  means  to  (a)  increase 
the  responsiveness  of  the  exchange  services  to  their 
missions,  and  (b)  increase  the  operational  efficiency 
with  which  they  are  managed  and  operated. 

3.  A  summary  of  those  interfaces  and  problem  areas 
which  are  of  particular  concern  to  the  Office  of 
the  Secretary  of  Defense. 

The  primary  objective  of  any  exchange  activity  operating 
within  the  Department  of  Defense  is  to  serve  and  benefit  the 
military  consumer  and  his  family.  LMI  gave  this  single  over¬ 
riding  objective  primary  consideration  in  the  evaluation  and 
recommendations  included  herein. 

D.  OVERVIEW 

In  addition  to  an  overall  summary  of  the  report  (Section  I), 
the  report  is  arranged  to  provide  a  brief  insight  into  the  back¬ 
ground  and  organization  of  present  exchange  activities  (Sec¬ 
tion  ill),  it  then  goes  on  to  describe  and  evaluate  present 
functions  and  operating  concepts  included  in  exchange  opera¬ 
tions  (Section  IV)  and  draws  specific  conclusions  relating  to 
those  functions  and  concepts.  The  heart  of  the  organizational 
problem  is  reached  in  Section  V,  wherein  alternatives  are  pre¬ 
sented  and  evaluated  and  recommendations  are  made.  Section  VI 
presents  a  discussion  of  and  recommendations  relating  to 
welfare  and  recreation  fund  administration  and  other  non- 
apprcpriated  fund  activities  having  interfaces  with  the 
exchanges . 


III.  BACKGROUND 


A.  EVOLUTION  OF  THE  EXCHANGES 

A  brief  discussion  of  the  background  and  history  of  U.  s. 
military  exchanges  is  included  as  Appendix  H.  Appendix  I  also 
contains  some  historical  information  with  emphasis  on  the  mer¬ 
ger  of  Army  and  Air  Force  exchangos  in  Europe  in  1964.  A  few 
comments  concerning  this  history  are  included  below  to  provide 
some  background  for  the  organizational  patterns  which  will  be 
examined  in  some  detail  later  in  the  report.1 

The  exchanges  in  their  present  form  date  from  the  early 
1900's.  Both  the  Army-Air  Force  and  Navy  exchanges  have  been 
under  centralized  management  for  over  twenty  years. 

During  1946r-47  the  Navy  consolidated  both  the  Ship's  Stores 
Afloat  and  the  land-based  exchanges  under  the  Navy  Ship's  Store 
Office  (NS SO)  . 

When  the  Air  Force  obtained  full  departmental  status  in 
1947,  the  Army  and  Air  Force  mutually  agreed  to  operate  a  joint 
exchange  service  with  common  policies  and  directives.  This 
unified  worldwide  exchange  system  was  called  the  Army  and  Air 
Force  Exchange  Service.  In  the  early  1950's,  the  Air  Force  ex¬ 
panded  its  activities  into  the  United  Kingdom,  Spain,  Morocco, 

^A  reader  who  desires  a  more  complete  coverage  of  exchange 
history  would  be  well  advised  to  read: 

a)  1949  Hearings  before  the  House  Committee  on  Armed 
Services  -  Vol.  II,  81st  Congress  -  1st  Session. 

b)  USAF  JAG  Law  Review,  Vol.  VIII  -  No. 5,  dated  September- 
October  1966,  entitled  "Evolution  of  the  Army  and  Air 
Farce  Exchange  Service,"  by  M.  Scolnick  and  J.  L.  Packer. 
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and  other  areas  in  the  Mid-East  where  the  Army  was  not  located. 
With  the  asserted  purpose  of  being  more  responsive  to  their 
commands,  the  Air  Force  had  withdrawn  all  of  its  exchanges  in 
Europe  from  the  Army's  European  Exchange  System  (EES)  by  1955, 
and  had  set  up  the  Air  Force  European  Exchange  (AFEX) .  In 
July,  1964,  these  two  separate  systems,  AFEX  and  EES,  were 
again  consolidated  into  one  system,  the  European  Exchange 
System  (see  Appendix  I.).  Later,  in  October,  1964,  five 
separate  exchange  services  in  the  Pacific  were  combined  into 
a  single  system,  the  Pacific  Army  and  Air  Force  Exchange 
System  (PACEX) . 

B.  LEGAL  STATUS  OF  EXCHANGES 

The  legal  question  of  whether  the  exchanges  were  govern¬ 
mental  or  non-governmental  in  character  has  been  somewhat  in¬ 
definite  and  cloudy  in  the  past.  There  is  a  1909  law  covering 
Ship's  Stores  Afloat  (which  are  appropriated  fund  operations). 
There  is  no  specific  statutory  basis  for  non-appropriated  fund 
exchange  operations.  Nevertheless,  we  are  advised  by  the  DoD 
General  Counsel's  Office  that  recent  legislative,  judicial, 
and  executive  actions  by  the  U.  S.  Government  leave  no  room 
for  doubt  that  non-appropriated  fund  exchanges  today  are 
instrumentalities  of  the  U.  S.  Government. 

Comments  concerning  the  legal  status  of  the  exchanges  are 
included  in  Appendix  H.  That  appendix  sketches  the  evolution 
of  the  exchanges  from  private,  for  profit,  enterprises  to 
government  instrumentalities. 
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C.  EXTENT  OF  EXCHANGE  ACTIVITIES.  MERCHANDISE,  AND  8ERVICBS 

The  present  range  of  resale  merchandise  and  personal  ser¬ 
vices  that  the  exchanges  are  allowed  to  offer  is  incorporated 
in  the  Armed  Services  Exchange  Regulations  (ASER) ,  DoD  Directive 
1330.9,  dated  January  6,  1956  (see  Appendix  B) .  Tne  regulations 
contain  a  specific  list  of  merchandise  and  personal  services 
with  cost  limitations  indicated  on  selected  items.  The  ASER 
is  mandatory  for  CONUS  exchanges  and  optional  for  overseas  ex¬ 
changes.  No  items,  the  cost  of  which  exceeds  the  cost  limita¬ 
tion  stated  in  the  regulations,  may  be  purchased  for  CONUS  re¬ 
sale. 

The  House  Committee  on  Armed  Services  has  been  vitally 
interested  in  exchange  operations  for  many  years  as  evidenced 
by  three  extensive  hearings  (1949,  1953-54,  1957).  The  directive 
noted  above  was  developed  and  issued  as  a  result  of  the  urging 
and  interest  of  that  Committee. 

D.  PRESENT  ORGANIZATION  OF  MILITARY  EXCHANGES 

A  brief  organizational  summary  of  the  three  present  ser¬ 
vices  is  included  here  to  provide  a  background  for  better  under¬ 
standing  of  total  exchange  operations. 

1.  The  Arrov-Air  Force  Exchange  Service  (AAFES) 

Figure  1  portrays  the  worldwide  AAFES  system.  In 
essence  this  organization  consists  of  a  major  headquarters, 
located  in  Dallas,  Texas,  having  direct  command  lines  to 
Area  Support  Centers  (ASC's)  throughout  CONUS.  These 
Area  Support  Centers  conduct  procurement,  administrative, 
and  logistics  support  functions  for  the  various  exchanges 
throughout  CONUS.  The  individual  exchanges,  however, 
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operate  under  the  command  of  the  post  or  base  commanders 
on  whose  stations  they  are  located. 

AAFES  overseas  operations  are  conducted  under  the  com¬ 
mand  of  a  Headquarters,  European  Exchange  System  (EES),  a 
Headquarters,  Pacific  Exchange  System  (PACEX) ,  and  an 
Alaskan  Exchange  System.  These  overseas  operations  are 
essentially  subordinate  commands  of  the  European.  Pacific, 
and  Alaskan  military  commands,  although  they  receive  ex¬ 
change  policy  and  technical  direction  from  the  Dallas  head¬ 
quarters.  Offshore  overseas  exchanges  from  Thule,  Green¬ 
land  to  Rio  de  Janeiro,  Brazil  are  under  the  technical 
supervision  of  an  Offshore  Support  Office  in  Dallas,  Texas. 

Present  AAFES  operations  are  moving  rapidly  toward  a 
centralized  buying  concept  and  an  area  logistics  support 
and  administrative  concept.  The  Dallas  and  Pacific  head¬ 
quarters  each  reports  to  a  "board  of  directors"  which  rep¬ 
resents  the  military  departments  or  commands  involved.  A 
similar  situation  exists  in  Europe  except  that  the  board 
is  advisory  only.  There,  the  U.  S.  Army  is  the  "executive 
agent"  in  charge,  since  the  Army  is  the  largest  military 
service  in  Europe. 

2.  The  Haw  Ship's  Store  Office  (NSSO) 

The  Navy  exchange  organization  appears  in  Figures  2 
and  3.  This  arrangement  is  unique  in  that  the  NSSO  head¬ 
quarters  has  both  appropriated  and  non-appropriated  ele¬ 
ments.  The  Navy  exchanges  (land-based)  and  the  Military 
Sea  Transport  Service  (MSTS)  exchanges  are  both  funded 
from  non-appropriated  sources,  while  the  commissaries  and 
Ship's  Stores  Afloat  operate  from  stock- funded  appropriated 
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sources.  There  are  Federal  statutes  covering  each  of  these 
last  two  functions  but,  as  noted  earlier,  not  for  shore- 
based  exchanges. 

The  Navy  has  recently  developed  an  area  concept  called 
the  Navy  Exchange  Service  Center.  It  is  presently  being 
implemented  in  the  San  Diego  area.  If  it  proves  success¬ 
ful,  the  concept  will  be  extended 'to  other  localities 
having  a  concentration  of  Navy  exchanges.  The  concept  pro¬ 
vides  a  means  of  centralized  logistics  support  and  adminis¬ 
tration  within  a  specific  geographical  area. 

The  Navy  ship's  Store  Office  in  Brooklyn  acts  as  a 
central  headquarters  issuing  policy  and  technical  direction. 
The  individual  exchanges,  however,  are  under  the  command  of 
their  respective  base  commanders.  The  Navy  Exchange  Ser¬ 
vice  Center,  when  implemented,  will  report  to  the  central 
Navy  ship's  store  Office  in  Brooklyn,  but  will  maintain 
area  coordination  with  the  Naval  District  Commandant's 
offices.  The  Navy  Exchange  Service  Center  will  not  have 
direct  command  of  the  exchanges  which  it  services. 

3 .  The  Marine  Corps  Exchange  Service 

The  Marine  Corps  exchanges  are  decentralized  opera¬ 
tions,  receiving  policy  and  technical  direction  from  a 
small  staff  in  Washington,  D.  C.  Figure  4  shows  this  de¬ 
centralized  arrangement.  The  Marine  Corps  uses  many  of 
the  Navy  buying  techniques,  but  each  individual  exchange  is 
quite  autonomous  both  in  its  procurement  and  its  operation, 
providing  such  operations  are  in  consonance  with  the  pro¬ 
visions  of  the  centrally  issued  Marine  Corps  Exchange 
Manua 1 . 
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E.  MAGNITUDE  OF  PRESENT  EXCHANGE  OPERATIONS 

Table  1  presents  a  few  of  the  more  significant  statistics 
which  describe  the  size  of  worldwide  exchange  operations.  It 
will  be  seen  from  this  matrix  that: 

1.  Total  DoD  exchange  sales  rank  among  the  five  largest 
retail  operations  in  the  United  States. 

2.  The  exchanges  serve  a  significant  portion  of  the 
U.  S.  population — at  least  5%. 

It  should  be  noted  that  the  sales  and  profit  amounts  shown 
in  Table  1  are  not  comparable  since  they  were  derived  using  dif¬ 
ferent  accounting  structures .  For  example,  AAFES  has  a  high 
percentage  of  concession-operated  services,  whereas  the  Navy 
operates  nearly  all  of  its  services  on  a  direct  basis.  Also, 
the  Navy  operates  enlisted  men's  clubs  as  a  part  of  exchange 
operations,  whereas  AAFES  and  the  Marine  exchanges  do  not.  This 
factor  alone  accounted  for  over  $5  million  of  the  Navy's  profit. 
A  more  detailed  analysis  of  the  three  operating  statements  is 
made  in  Section  IV. G.  Table  1  does  indicate,  however,  that  all 
exchange  services  are  profitable. 
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The  three  military  exchange  aervices  normally  perform  all 
of  the  classical  resale  functions,  such  as  procurement,  pricing, 
physical  distribution,  selling,  and  financial  management.  This 
section  identifies  and  describes  these  functions  and  evaluates 
key  problem  areas  and  opportunities.  In  addition  it  also 
analyzes  present  operating  concepts  and  command  relationships. 

He  believe  the  following  breakout  and  order  of  such  functions 
and  subjects  are  appropriate  in  discussing  the  exchange  services. 

A.  Mission 

B.  Procurement 

C.  Pricing  of  Goods  and  Services 

D.  Inventory  Management 

E.  Quality  Assurance 

F.  Physical  Distribution 

G.  Financial  Management 

H.  Electronic  Data  Processing 

I.  Facilities  and  Engineering 

J.  Retail,  Food,  Services,  and  Concessions 

Operations 

K.  Personnel  Management 

L.  Planning 

M.  Legal  Support  and  Claims 

N.  Operating  Concepts 


33 


35 


A.  MISSION 

1.  Discussion 

The  House  Armed  Services  Committee,  through  hearings 
over  many  years,  has  suggested,  and  the  Department  of 
Defense  has  accepted,  a  list  of  authorized  resale  items. 
This  list  defines  and  limits  the  merchandise  that  can  be 
carried  by  an  exchange  in  CONUS.  There  are  no  such  re¬ 
strictions  on  overseas  establishments,  although  overseas 
exchanges  must  operate  within  gold  flow  restrictions 
established  by  the  Secretary  of  Defense.  The  Committee 
has  also  implicitly  suggested  the  mission  of  exchanges  to 
some  extent  through  statements  issued  on  various  occasions. 
The  Committee  has  stated  that  it  was  and  would  continue  to 
be  concerned  with  competition  with  local  merchants,1  that 

exchanges  should  not  be  the  sole  provider  of  goods  and 

2 

services  for  the  serviceman,  and  that  the  exchanges  were 
not  expected  to  supply  the  total  amount  of  funds  needed 
for  recreational  and  welfare  activities.  The  Committee 
has  further  stated  by  inference  that  the  Congress  expects 
to  appropriate  recreation  and  welfare  monies  through 

4 

specific  line  items  in  the  budget. 


U.  S.  Congress,  House  Committee  on  Armed  Services,  Hear¬ 
ings  on  Sundry  Legislation  Affecting  the  Naval  and  Military 
Establishments.  81st  Cong.,  1st  Sess.,  1949,  p.  3551. 


Ibid. , 

p.  3757  . 

Ibid. , 

p.  3543. 

4 

U.  S.  Congress,  House  Committee  on  Armed  Services,  Hear¬ 
ings  on  Sundry  Legislation  Affecting  the  Naval  and  Military 
Establishments.  85th  Cong.,  1st  Sess.,  1957,  p.  3261. 
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The  Armed  Service*  Exchange  Regulations  (ASER)  ,  DoD 
Directive  1330.9,  was  originally  issued  on  1  January  1949 
and  reissued  with  changes  on  6  January  1956.  This  direc¬ 
tive  provided  the  military  departments  with  uniform  policies 
relating  to  military  exchanges  located  within  continental 
United  States.  The  term  "continental  United  States"  is 
defined  to  include  the  48  states  and  the  District  of 
Columbia  and  to  exclude  Hawaii  and  Alaska.  These  last  two 
states  are  considered  overseas  areas  in  most  respects  as 
far  as  exchanges  are  concerned.  The  provisions  of  these 
regulations  may,  at  the  discretion  of  each  military  ser¬ 
vice,  be  applied  in  whole  or  in  part  to  exchanges  operated 
at  overseas  stations. 

The  ASER  contains  the  authorized  item  list  suggested 
by  the  House  committee.  It  also  lists  authorized  personal 
services  which  can  be  operated  either  directly  by  the  ex¬ 
changes  or  by  concessionaire  contracts.  The  directive  is 
silent,  however,  on  the  mission  of  exchanges.  This  silence 
has  evidently  prompted  the  military  departments  to  define 
the  missions  of  their  exchanges  as  follows: 

Army  Regulation  (AR)  60-10/Air  Force  Regulation  (AFR) 
147-7,  dated  19  January  1968,  jointly  states  in  Section 
I  that: 

2.  Exchange  service.  Exchange  service  is 
the  provision  to  authorized  patrons  of  merchan¬ 
dise  and  services  of  necessity  and  convenience 
which  are  not  furnished  from  appropriated  funds. 


4.  Objectives.  The  objectives  of  the  Secre¬ 
tary  of  the  Army  and  the  Secretary  of  the  Air 
Force  in  the  provision  of  exchange  service  are 
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a.  A  centrally  directed  and  jointly  operated 
worldwide  exchange  ayatem. 

b.  Substantially  uniform  standarda  of  service 
adequate  to  the  needs  of  the  Army  and  the  Air 
Force,  subject  to  applicable  restrictions  and 
practical  limitations. 

c.  Substantially  uniform  prices  at  the  low¬ 
est  practicable  level. 

d.  The  generation  of  reasonable  earnings 
needed  to  supplement  appropriated  funds  for  the 
support  of  Army  and  Air  Force  welfare  and  recre¬ 
ational  programs  and  to  assure  a  sound  capital 
structure . 

e.  Optimum  application  of  available  resources 
(e.g.,  facilities,  funds,  and  personnel),  in¬ 
cluding  the  organization  and  provision  of  sup¬ 
port  services  on  a  geographical  basis  to  achieve 
economy  and  efficiency  of  operation. 

f.  Maximum  management  efficiency  through 
application  of  modern  business  methods  and  of 
uniform  policies  and  procedures  responsive  to 
mission  requirements. 

The  Navy  Exchange  Manual  points  out  that: 

The  mission  of  an  exchange  is  to  provide  a  con¬ 
venient  and  reliable  source  from  which  author¬ 
ized  patrons  may  obtain  at  the  lowest  practical 
cost,  articles  and  services  required  for  their 
well-being  and  contentment;  to  provide  through 
profits  a  source  of  funds  to  be  used  for  the 
welfare  and  recreation  of  naval  personnel;  and 
to  promote  the  morale  of  the  command  in  which 
it  is  established  through  the  operation  of  a 
well-managed,  attractive  and  serviceable  exchange. 

The  Marine  Corps  Exchange  Manual  states: 

It  is  the  primary  mission  of  Marine  Corps  ex¬ 
changes  to  provide  military  personnel  and 
their  dependents  with  articles  and  services 
necessary  for  their  health,  comfort,  and  con¬ 
venience  at  reasonable  prices  .  .  .  Marine  Corps 
exchanges  shall  provide  all  services  which  are 
required  or  desired  by  the  command  and  authorized. 
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.  .  .  The  secondary  mission  of  Marine  Corps  ex¬ 
changes  is,  through  reasonable  profits,  to 
provide  recreation  funds. 

The  total  sales  dollar  volume  of  the  exchanges  has 
increased  steadily  in  tune  with  (1)  increases  in  income  of 
military  personnel,  (2)  general  inflation  of  prices, 

(3)  rise  in  the  standard  of  living,  where  items  formerly 
considered  as  luxuries  are  now  merely  conveniences,  and 

(4)  a  general  improvement  in  the  quality  of  merchandise 
displayed  in  more  attractive  stores  All  of  this  dollar 
volume  increase  is  within  the  letter  of  the  authorized  list 
of  items  contained  in  the  Armed  Services  Exchange  Regulations 
with  a  few  exceptions  at  isolated  bases  in  CONUS.  Waivers 
were  granted  for  these  exceptions. 

At  the  present  time  the  exchange  services  are  providing 
substantial  contributions  to  the  departmental  welfare  and 
recreation  funds  (see  Table  1,  Section  III) .  These  totaled 
nearly  $113  million  in  FY  1968.  Congress  also  appropriates 
certain  O&M  funds  which  are  earmarked  for  welfare  and  recre¬ 
ation  use,  but  the  exchanges  continue  to  be  the  main  source 
of  income  for  the  specific  departmental  welfare  funds. 
Section  VI  of  this  report  describes  the  various  ways  in 
which  exchange  profits  are  distributed  for  welfare  and 
recreation  use.  There  is  no  doubt  that  the  three  exchange 
services  are  fulfilling  their  missions  with  respect  to  wel¬ 
fare  and  recreation. 

Although  each  mission  statement  could  be  interpreted 
to  recognize  all  of  these  considerations,  only  the  Marine 
Corps  statement  clearly  identifies  the  priority  of  missions. 
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2.  COMCmSION/RECOMMamATIOH  -  Million 

a.  There  is  a  need  for  a  precise,  clear  mission 
statement,  common  to  all  exchange  services, 
which  should  be  included  in  the  Armed  Services 
Exchange  Regulations.  The  restatement  of  the 
mission  should  clarify  the  primary  mission  of 
the  exchanges  which  is  to  provide  convenience 
and  necessity  goods  and  personal  services  to  the 
military  consumer,  and  the  secondary  mission 
which  is  to  create  profits  for  distribution 
through  welfare  and  recreation  channels. 
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B.  PROCUREMENT 

A  key  factor  in  the  operation  of  any  retail  enterprise  is 
the  adequacy  and  effectiveness  of  its  procurement  policies  and 
practices.  This  subsection  deals  first  with  the  subject  of  pro¬ 
curement  policy  and  then  discusses  various  procurement  practices 
and  problems  in  the  exchange  services.  The  selection  of  mer¬ 
chandise  in  a  stock  structure  is  closely  related  to  procurement, 
but  is  covered  in  this  study  under  Section  IV. D. 

1.  Procurement  Policy 

a .  Source  of  Procurement  Policy 

The  Secretary  of  Defense  has  authorized  the 
Secretaries  of  the  Military  Departments  to  implement 
and  supplement  the  Armed  Services  Exchange  Regula¬ 
tions.  Each  has  done  this;  the  Army  and  Air  Force 
issued  joint  regulations,  AR  60-10/AFR  147-7  and 
AR  60-20/AFR  147-14.  These  are  amplified  by  the 
AAFES  Exchange  Service  Procurement  Instructions. 

The  Navy  has  issued  a  Navy  Exchange  Manual  which  in¬ 
cludes,  among  other  things,  their  procedures  for  ex¬ 
change  procurement.  The  Marines  have  issued  a 
Marine  Corps  Exchange  Manual  to  provide  procurement 
guidance.  Each  in  effect  specifies  the  procurement 
authorities  and  responsibilities  desired.  The 
Armed  Services  Exchange  Regulations  themselves  only 
touch  lightly  on  procurement  matters,  leaving  the 
actual  policy  statements  to  the  military  departments 
and  individual  exchange  services.  It  is  our  opinion 
that  this  exchange  business,  being  as  large  as  it  is, 
should  have  a  common  approach  and  policy  governing 


procurement  matters,  just  aa  ASPR  provides  this  uni¬ 
formity  for  appropriated  fund  procurements. 

b.  Similarities  and  Differencea  Between  the  Varioue 
Exchange  Procurement  Policies  and  the  Armed  Ser¬ 
vices  Procurement  Regulations  (ASPR) 

Although  alike  in  many  respects,  significant  dif¬ 
ferences  exist  between  exchange  procurement  policies 
and  regulations  and  those  included  under  the  ASPR, 
primarily  in  areas  concerning  the  methods  of  procure¬ 
ment. 

Armed  Services  Procurement  Regulations  were  es¬ 
tablished  to  control  the  purchase  of  equipment,  sup¬ 
plies,  and  services  financed  by  appropriated  funds, 
primarily  for  government  use  and  consumption  rather 
than  for  resale  to  individuals.  As  discussed  below, 
ASPR  philosophy  has  limited  application  to  the  pro¬ 
curement  of  resale  merchandise  by  the  exchanges,  al¬ 
though  the  basic  concepts  of  ASPR  are  utilized  by 
exchanges  where  applicable. 

As  the  military  retailers,  the  three  exchange 
services  are  expected  to  stock  items  their  customers 
want  rather  than  what  the  exchanges  or  others  might 
think  they  should  have.  Since  military  customers  are 
probably  as  brand-oriented  as  the  average  civilian, 
the  exchanges  must  provide  brand-name  products  and, 
where  appropriate,  those  brands  which  customers  prefer. 
Purchases  by  exchanges  on  a  specification  or  purchase 
description  basis  are  confined  to  those  items  where 
brand  is  not  a  significant  factor  in  the  demand  or 
where  a  number  of  brands  enjoy  reasonably  equal 
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acceptance  by  customer*.  Of  necessity,  purchase  of 
brand  merchandise  requires  single  source  negotiation 
with  the  manufacturer  involved.  This  type  negotiation 
is  utilized  in  the  purchase  of  some  cigarettes,  cos¬ 
metics,  toiletries,  watches,  appliances,  housewares, 
and  other  categories  where  brand  is  a  significant 
factor  in  the  demand. 

There  are  instances,  also,  where  ASPR  does  not 
cover  certain  factors  needed  in  exchange  procurement. 
AAFES,  for  example,  has  drafted  contracts  containing 
a  number  of  stipulations  for  which  there  is  no  counter¬ 
part  in  ASPR,  such  as  concession  receipts  and  commis¬ 
sions,  conduct  of  concessionaires  and  suppliers, 
construction  and  amortization  of  gasoline  service 
stations,  sale  to  exchange  patrons  of  automobiles, 
money  orders,  and  travelers  checks. 

Likewise,  we  have  been  advised  that  there  are 
some  statutes  dealing  with  government  procurement  and 
certain  ASPR  provisions  relating  to  contractual  stipu¬ 
lations  which  are  not  applicable  or  appropriate  for 
exchange  activities.  Specifically,  this  is  so  with 
regard  to  Assignment  of  Claims  Act,  the  portion  of  the 
Walsh-Healey  Act  relating  to  open  market  purchases, 
the  appropriated  fund  disputes  clane  (as  distin¬ 
guished  from  the  non-appropriated  fund  disputes  clause 
in  AR  230-8  and  AFR  176-8) ,  and  contract  termination 
procedures  (other  than  construction  contracts). 

Conversely,  many  ASPR  provisions  appear  in  ex¬ 
change  contracts.  Among  these  are  references  to  the 
Davis-Bacon  and  Copeland  Anti-Kickback  Acts,  the 


Covenant  Against  Contingent  Fees,  The  Buy  American 
Act,  Contractors 1  Equal  Employment  Opportunity,  the 
Miller  Act,  and  statutory  provisions  relating  to 
Humane  Methods  of  Livestock  slaughter. 

ASPR  philosophy  is  particularly  evident  in  ex¬ 
change  procurement  policies  covering  the  negotiated 
procurements  of  equipment  and  supplies  not  for  resale 
and  the  award  of  services,  concessions,  and  construc¬ 
tion  contracts.  Much  of  the  documentation  required 
in  procurement  by  negotiation,  utilizing  multiple 
solicitation,  parallels  the  discipline  found  in  ASPR. 
All  of  the  exchange  services' procurement  procedures, 
under  specified  circumstances,  require  determination 
end  findings,  resumes  of  negotiations,  summaries  of 
proposals,  and  approvals  of  contracts.  Those  procure¬ 
ment  instructions  provide  pre-printed  special  pro¬ 
visions  and  general  provisions,  including  clauses  ap¬ 
plicable  to  exchange  service  contracts  as  well  as 
guidance  regarding  suppliers'  qualifications,  evalua¬ 
tion  of  proposals,  and  contract  termination. 

All  of  the  exchanges  appear  to  have  judiciously 
applied  ASPR  philosophy  to  those  areas  of  procurement 
where  appropriate,  but  have  recognized  their  primary 
mission  to  provide  the  military  customers  with  the 
products  and  merchandise  they  demand. 

c.  Small  Business  Policy  Considerations 

Exchange  procurement  policies  differ  from  ASPR 
in  that  the  exchanges  make  no  provision  for  small 
business  oet-asides.  However,  a  brief  analysis  indi¬ 
cates  that  a  considerable  portion  of  exchange  buying 
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is  aither  directly  or  indirectly  from  small  business 
suppliers.  The  tabulation  below  summarises  available 
statistics  concerning  exchange  procurement  from  this 
segment  of  the  business  community. 


ITEM 

AAFEg 

NAVY 

Percentage  of  Merchandise 

32%  ( 

/overseas  j 

| 

Procured  from  Small 

Exchange*/ 

38.2% 

i 

Businesses  ($  Value) 

49%  | 

/CONUS  ^ 
<exchange£/ 

Percentage  of  Retail 
Suppliers  Who  are 

66%  ( 

( overseas  ^ 

Vpxchange*/ 

1 

75% 

! 

Classified  as  Small 
Businesses  (No.  of 
Suppliers) 

78%  ( 

/conus  j 

Vgxchangee/ 

There  were  no  system-wide  statistics  available  from 
the  Marine  Corps  exchanges. 

2.  Procurement  Effectiveness 

LMI  made  an  attempt  to  determine  if  any  one  exchange 
service  was  applying  procurement  policies  and  practices 
which  netted  it  substantially  lower  costs  from  suppliers. 
We  made  a  relatively  small  sampling  in  the  Washington- 
Norfolk  area,  and  chose  31  items  which  were  representative 
of  the  highest  dollar  and  highest  unit  sales  items  carried 
in  each  merchandising  department  in  major  exchanges.  Of 
these  31  items  chosen,  27  were  sold  in  all  three  exchange 
services.  For  each  exchange  service  we  recorded  both  the 
price  from  the  supplier  to  the  exchange  and  the  selling 
price  to  the  consumer.  Several  conclusions  were  apparent 
after  an  examination  of  these  figures: 

a.  If  one  of  every  item  listed  were  purchased  by 
each  exchange  service,  the  total  procurement  price  to 
the  exchanges  did  not  vary  over  1%. 
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b.  Most  of  the  items  listed  turned  out  to  be  those 
regularly  purchased  on  Price  Agreement  Bulletins 
(PAB'a),  a  procurement  technique  described  later  in 
this  subsection.  It  may  be,  therefore,  that  each  of 
the  exchange  services  is  taking  advantage  of  the  low 
prices  from  suppliers  which  were  the  result  of  one 
exchange  service  negotiating  a  Price  Agreement  Bulletin. 
The  sample  indicated  that  the  three  different  procure¬ 
ment  systems  are  generally  alert  to  their  buying 
opportunities. 

c.  A  closer  examination  of  terms  and  discounts 
extended  to  the  exchange  services  indicates  that  it 
is  virtually  impossible  to  work  some  of  these  prices 
down  to  raw-boned  net  costs  on  a  comparable  basis. 

For  example,  the  Navy  may  get  an  additional  discount 
for  quantities  purchased  from  a  vendor?  that  discount 
being  paid  to  NSSO  headquarters  (and  recorded  as 
"other  income")  rather  than  to  the  store.  Likewise, 
AAFES  often  gets  distribution  discounts  for  performing 
certain  distribution  functions  for  the  supplier.  As 

a  result  we  must  conclude  that  the  widely  differing 
procurement  and  costing  systems  now  in  effect  are  not 
conducive  to  a  complete  evaluation  as  to  which  procure¬ 
ment  system  is  the  most  effective  in  terms  of  net  costs 
incurred.  (An  analysis  of  retail  selling  prices  and 
markup  percentages  for  these  27  items  appears  in 
Section  IV.C.on  pricing.) 

A  major  factor  in  achieving  an  effective  procurement 
operation  is  the  creation  of  an  environment  which  will 
allow  the  aggregation  of  some  highly  qualified  buyers, 
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operating  under  common  policy  guidance,  who  can  specialize 
in  certain  commodities.  For  example,  both  thu  AAFES1  Area 
Support  Center  and  the  Navy's  Exchange  Service  Center  con¬ 
cepts  remove  buyers  from  the  local  exchange  and  group  them 
at  a  central  area  location.  This  reduces  the  total  number 
of  buyers  and  creates  an  atmosphere  of  professionalism 
similar  to  their  commercial  counterparts. 

3.  Procurement  Patterns 

a.  AAFES  exercises  centralized  control  of  procure¬ 
ment  from  its  central  headquarters  in  Dallas.  It 
uses  a  technique,  called  Price  Agreement  Bulletins, 
which  provides  an  open-end  price  agreement  with  a 
supplier  on  those  items  which  are  repetitively  stocked 
or  in  high  demand.  CONUS  Area  Support  Centers  (of 
which  there  are  16)  consolidate  requirements  generated 
by  stores  in  their  areas,  and  forward  orders  to 
suppliers.  Overseas  exchanges  consolidate  their 
requirements  through  the  overseas  regional  and  area 
offices  and  forward  these  to  Dallas  where  the  orders 
are  placed  with  CONUS  suppliers.  Foreign  r*erchandise 
is  purchased  by  overseas  procurement  offices  at  the 
request  of  individual  overseas  stores. 

b.  Navy  exchanges  procure  under  the  policy  guidance 
of  the  central  NSSO  headquarters  in  Brooklyn.  NSSO 
negotiates  its  Price  Agreement  Bulletins  which  pro¬ 
vide  individual  exchanges  with  a  firm  cost  for  those 
items.  Each  Navy  exchange,  in  CONUS  as  well  as 
overseas,  places  its  own  orders  with  suppliers. 

When  implemented,  the  new  Navy  Exchange  Service 
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Center,  new  in  the  prototype  stag*  in  the  San  Diago 
area,  will  consolidate  and  procaaa  purchase  orders 
for  stores  in  a  given  area. 

c.  Marine  Corps  exchanges  procure  merchandise  on  a 
decentralized  basis.  They  make  use  of  Navy  PAB's 
when  they  desire,  and  place  their  respective  orders 
directly  with  suppliers.  All  procurement  operations 
are  included  under  procedures  in  the  Marine  Corps 
Exchange  Manual. 

4.  Price  Agreement  Bulletins 

Price  Agreement  Bulletins,  mentioned  several  times 
heretofore,  are  instruments  by  which  the  exchange  services 
enter  into  open-ended  agreements  with  suppliers  as  to  price, 
specifications,  quality,  delivery,  etc.,  and  provide  pre¬ 
determined  costs  for  commonly  stocked  merchandise. 

Examples  appear  in  Appendix  C. 

Both  the  Navy  and  AAFES  PAB's  are  similar  in  concept 
and  often  cover  identical  items.  Although  they  are  made  up 
on  different  formats,  they  rarely  have  different  prices, 
terms,  and  delivery  for  like  items.  The  AAFES  has  nearly 
1,700  PAB's  and  the  Navy  about  1,600.  In  the  Pacific  AAFES' 
PACEX  headquarters  uses  an  equivalent  format  called  a  Com¬ 
modity  Contract  Notice  (CCN)  for  foreign  merchandise.  The 
Navy  Purchasing  Branch  in  Hong  Kong  and  the  Navy  exchange 
in  Yokosuka,  Japan  prepare  foreign  merchandise  PAB's  for 
use  by  other  Navy  exchanges . 

Procurement  personnel  from  all  three  exchange  services 
raised  the  question  of  developing  common  Price  Agreement 
Bulletins  available  to  all  services.  We  see  several  advan¬ 
tages  to  such  a  step: 
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a.  Supplier a  may  agraa  to  an  avan  mora  advantageous 
prica  to  tha  axchangaa  if  they  foraaaa  tha 
possibility  of  having  it  mada  availabla  to 

all  axchangaa. 

b.  It  may  prove  beneficial  to  have  all  exchanges 
join  together  and  present  a  united  front  to 
suppliers,  who  often  supply  identical  items  to 
all  three  exchange  services. 

c.  Common  PAB's  could  generate  combined  orders  and 
pooled  shipments  to  certain  localities,  thereby 
reducing  shipping  costs. 

d.  Suppliers'  records  could  be  simplified  if  iden¬ 
tical  items  sold  to  all  exchange  services  carried 
the  same  item  coding  and  nomenclature,  all  of 
which  could  result  in  some  price  reductions  to 
the  exchanges. 

The  Navy  and  AAFES  both  report  that  approximately  one- 
half  of  their  purchases  (dollarwise)  result  from  the  use  of 
PAB's.  They  are  normally  negotiated  directly  with  those 
manufacturers  of  staple  items  that  have  continuing  demand 
and  which  are  not  subject  to  side  price  fluctuations. 

5.  Clinics  and  Seasonal  Buying 

An  additional  technique  used  extensively  by  AAFES,  and 
to  a  lesser  extent  by  the  Navy  exchanges,  in  the  procurement 
of  merchandise  is  the  seasonal  commodity  clinic  where  selec¬ 
ted  merchandise  samples  of  suppliers  are  displayed  at  a 
central  point  under  a  predetermined  price  schedule.  No 
suppliers  are  allowed  to  be  in  attendance  at  these  clinics. 
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Buyers  from  all  over  the  world  are  invited  to  attend,  at 
which  time  they  place  their  orders  on  the  spot,  often  for 
the  entire  season's  requirements.  Personnel  from  other  ex¬ 
change  services  also  are  often  invited  to  attend. 

AAFES  has  computerized  the  placement  of  orders  at 
these  clinics.  This  EDP  application  is  discussed  in  Sec¬ 
tion  IV.  H. 

LMI  believes  that  there  would  be  considerable  benefits 
derived  from  common  clinics  jointly  sponsored  by  all  ex¬ 
change  services.  There  is  great  commonality  of  items 
among  the  exchange  services.  Common  clinics  would  offer 
many  advantages  such  as: 

a.  Reduced  manpower  in  the  procurement  process. 

b.  Greater  use  of  EDP  applications  -  shown  by 
AAFES  to  be  time  and  cost  saving. 

c.  Common  face  to  industry  by  all  exchange  services. 

d.  Reduced  selling  expense  on  the  part  of  the  sup¬ 
pliers  which  might  then  result  in  some  lower 
prices  to  the  exchanges. 

® ■  National  Contracts  (Consolidated  Exchange  Contracts) 

One  of  the  exchange  services  (AAFES)  has  taken  the 
approach  of  firming  up  its  total  system  requirements  for 
an  item,  negotiating  a  consolidated  exchange  contract  for 
a  firm  quantity,  and  achieving  a  lower  unit  cost  through 
the  higher  volume.  AAFES  reports  that  the  sales  and 
stock  position  visibility,  now  available  through  its 
ASC  computers,  has  been  a  major  factor  in  achieving 
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savings  on  items  purchased  by  this  method.  A  few  examples 
appear  in  Table  2  below: 


Table  2 


CONSUMER  SAVINGS  THROUGH  CONSOLIDATED  EXCHANGE  CONTRACTS* 

- - 

ITEM 

DIRECT  CONSUMER  SAVINGS 

Blank-Record  tape 

$  1,641,000  per  year 

Charcoal 

$  52,000  per  year 

Men's  top  price  underwear 

$  275,800  per  year 

Furlough  bags 

$  96,000  per  year 

Spark  plugs 

$  297,000  per  year 

optical  services 

$  888,000  per  year 

Photo  finishing 

$  650,000  per  year 

As  reported  by  AAFES .  Direct  consumer  savings  are  com¬ 
puted  as  the  difference  between  the  unit  selling  price  before 
the  consolidated  exchange  contract  and  the  unit  selling  price 
after  the  contract  took  effect,  multiplied  by  the  anticipated 
volume  of  unit  sales. 

In  addition  to  the  direct  consumer  savings  shown  above, 
AAFES  reports  that  the  price  reductions  granted  by  national 
contract  suppliers  also  provide  sizable  allowances  absorbed 
by  AAFES  as  added  gross  profit.  For  example,  in  addition 
to  the  $1,641,000  passed  on  to  consumers  on  Blank-Record 
Tape,  AAFES  received  price  reductions  totaling  $550,600 
which  were  added  to  gross  profits. 
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LMI  agrees  that,  in  all  probability,  a  national  or 
consolidated  exchange  contract  produces  the  lowest  total 
cost  from  an  exchange  system-wide  standpoint.  A  question 
arises,  however,  which  may  highlight  a  possible  conflict 
in  exchange  buying  policies.  The  policies  concerning  brand 
name  merchandise  were  generated  to  respond  to  the  customers ' 
desires  to  have  a  choice  of  nationally  advertised  merchan¬ 
dise  available  to  them  in  exchanges.  In  many  cases  this 
may  call  for  several  brands  of  a  specific  item.  In  the 
national  contract  concept,  on  the  other  hand,  competition 
brings  a  lower  price  but  often  eliminates  other  brands  of 
the  same  item  from  being  displayed  and  offered.  For  example, 
in  the  national  contract  procurement  of  spark  plugs,  AAFES 
awarded  the  contract  to  a  single  source  and  elected  not  to 
display  other  brands.  There  are  several  national  brands  of 
spark  plugs  which  consumers  find  desirable.  Thus  we  see 
AAFES  faced  with  the  choice  of  deciding  whether  to  offer  an 
assortment  of  national  brands  which  the  customer  desires  or 
offer  a  single  brand  at  a  price  advantage.  It  is  our  under¬ 
standing  that  on  other  national  contracts  several  national 
brands  were  retained  in  stock  in  addition  to  the  brand 
selected  under  the  national  contract.  It  is  LMI's  belief 
that  AAFES  policy  should  stem  from  consistent  use  of 
criteria  which  include  recognition  of  both  national  brand 
and  price  and  quality  considerations. 

7.  CONCLUSIONS/RECOMMENDATIONS  -  Procurement 

a.  There  would  be  advantages  in  having  common  pro¬ 
curement  policies,  regulations,  and  procedures 
for  the  exchange  services.  These  should  include 
provisions  for  both  domestic  and  foreign  pro¬ 
curements,  and  should  encompass  the  procurement 
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of  merchandise  for  resale,  personal  services  and 
concession  contracts,  and  material  and  supplies 
for  exchange  consumption. 

b.  Armed  Services  Procurement  Regulations  (ASPR) 
have  been  judiciously  applied  to  exchange  pro¬ 
curements  where  applicable. 

c.  The  small-business  community  is  receiving  a  sub¬ 
stantial  portion  of  exchange  business.  The  ex¬ 
change  services  appear  to  be  doing  all  that  can 
be  reasonably  expected  to  procure  from  small 
business  sources. 

d.  Common  Price  Agreement  Bulletins,  applicable  to 
all  exchange  services,  would  be  beneficial  to  the 
exchanges,  their  patrons,  and  their  suppliers. 
These  should  cover  repetitively  procured  items 
which  are  in  general  demand  for  both  CONUS  and 
overseas  exchanges. 

e.  Buying  clinics  (seasonal  and  otherwise)  present 
great  opportunities  for  savings,  both  to  the  ex¬ 
change  services  and  to  the  customer.  The  common¬ 
ality  of  customers  and  merchandise  in  the  three 
exchange  services  warrants  common  or  jointly 
sponsored  clinics. 

f.  A  national  contract  concept  can  provide  the  con¬ 
sumer  with  a  commodity  at  the  lowest  cost.  Such 
a  concept  could  be  beneficially  employed  by 
consolidating  the  requirements  of  all  three  ex¬ 
change  services. 
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g.  aAFES  should  develop  and  apply  on  a  cons  latent 
basis  specific  criteria  by  which  to  resolve  the 
possible  conflict  between  their  national  brand 
and  national  contract  policies. 
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C.  PRICING  OF  GOODS  AND  SERVICES 

For  the  purposes  of  thie  etudy,  pricing  is  divided  into  two 
major  areas:  (1)  the  pricing  of  merchandise,  and  (2)  the  pricing 
of  personal  services  provided  by  such  activities  as  barber  shops, 
laundries,  and  shoe  repair  shops. 

Each  exchange  service  presently  has  the  task  of  maintaining 
a  balance  between  offering  merchandise  or  services  at  a  low 
price  to  the  consumer  and  generating  profit  for  recreation  and 
welfare  funds.  However,  in  both  cases  the  consumer  benefits  to 
some  extent.  Section  IV.  A.  discussed  the  relative  priority  of 
missions  with  the  suggestion  that  these  priorities  be  resolved 
at  a  level  above  the  exchange  services.  These  considerations 
are  key  issues  in  determining  an  optimum  pricing  policy. 

1  •  Merchandise  Pricing 

The  policies  which  govern  and  control  the  pricing  of 
merchandise  in  military  exchanges  come  from  many  sources. 

The  first  and  highest  level  is  the  Armed  Services  Exchange 
Regulations  (ASER) .  They  provide  the  following  guidance 
for  the  pricing  of  goods: 

4-4Q1  Statement  of  Policy.  Exchanges  provide  the 
principal  source  of  funds  for  welfare  and  recrea¬ 
tional  activities.  With  due  regard  for  profit 
requirements,  merchandise  and  services  available 
through  exchanges  shall  be  sold  at  the  lowest 
practicable  prices. 

4-402  Establishment  of  Prices.  Each  Service 
shall  prescribe  the  prices  to  be  charged  for 
merchandise  and  services  available  through  ex¬ 
changes  under  its  cognizance. 

Each  exchange  service  has  amplified  the  ASER  provisions. 

The  joint  AR60-10/AFR  147-7  states  that  the  Chief  of  AAFES 
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will  administer  ' substantially  uniform  prices  at  the  lowest 
practical  level."  To  accomplish  this,  AAFES  has  issued  a 
CONUS  mandatory  markup  schedule,  an  overseas  markup  schedule 
which  indicates  minimum  and  maximum,  prices,  as  well  as  a 
few  worldwide  selling  prices  on  high-volume,  essential  items. 
Minimum  prices  on  the  overseas  markup  schedule  generally 
coincide  with  those  on  the  CONUS  markup  schedule 

The  Navy  Exchange  Manual  gives  the  following  guidance 
with  respect  to  pricing: 

4162  Pricing  Policies.  Retail  prices  are  es¬ 
tablished  in  a  manner  to  accomplish  the  mis¬ 
sion  of  the  Exchanges  .  .  .  Normally,  essential 
items  will  be  priced  to  generate  the  lowest 
gross  profit  and  less  essential  items  will  be 
priced  to  generate  higher  gross  profit  resulting 
in  an  adequate  total  Retail  Departments  con¬ 
tributions  to  Exchange  profits. 

4141  Authority  Authority  for  the  establishment 
of  selling  prices  on  retail  items  is  vested  in 
the  Navy  Ship's  Store  Office. 

4162  Pricing  Policies.  Prices  aie  established 
wherever  practicable  on  a  “one  price  basis  to 
afford  equai  opportunity  for  all  authorized 
patrons  regardless  of  size  or  iocaticr  of  Ex¬ 
changes.  All  merchandise  listed  on  Navy  Ship's 
Store  Office  bulletins  will  be  priced  as  indi¬ 
cated  thereon.  Feta.il  prices  on  all  other  mer¬ 
chandise  will  be  established  by  using  the  Retail 
Markup  Guide  .  .  .  Transportation  charges  .  .  . 
will  be  considered  in  determining  the  retail 
price  .  .  . 

4165  Retail  Markup.  Retail  Price  Retail  price 
is  the  price  at  which  merchandise  is  marked  and 
offered  for  sale.  Cost  Price.  Cost  price  is 
the  price  at  which  merchandise  ^.s  purchased, 
plus  transportation  charges.  Markup.  The  re¬ 
tail  markup  or.  an  item  is  defined  as  the  dif¬ 
ference  between  the  delivered  cost  price  and  the 
selling  price. 
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The  Marine  Corps  Exchange  Manual  states  the  following 
with  regard  to  pricings 

4051  Pricing.  Retail  pricea  shall  be  estab¬ 
lished  to  best  accomplish  the  mission  of  the 
exchange.  Essential  items  shall  be  priced  to 
generate  the  lowest  gross  profit,  and  less 
essential  items  shall  be  priced  to  generate 
higher  gross  profit  ....  The  establishment 
of  retail  prices  is  the  responsibility  of  the 
exchange  officer,  except  that  when  both  a 
Marine  Corps  exchange  and  a  Navy  exchange  are 
in  operation  within  the  single  confines  cf  any 
Naval  establishment,  retail  prices  of  similar 
articles  shall  be  not  less  than  those  of  the 
Navy  exchange.  In  which  case,  goods  should  be 
priced  as  indicated  in  Navy  price  agreement 
bulletins;  and,  for  those  items  not  included 
therein,  the  Navy  Retail  Markup  Guide  should 
be  used. 

4052  Retail  Markup.  Markup  is  the  difference 
between  the  cost  and  selling  price.  It  may  be 
expressed  as  actual  monetary  value  or  as  a  per¬ 
centage  of  cost.  In  the  determination  of  mark¬ 
up  percentages,  all  related  factors  such  as 
trade  discounts,  transportation  charges  (actual 
or  estimated) ,  and  operating  expenses,  shall  be 
taken  into  consideration.  Prices  shall  be  es¬ 
tablished  on  a  "one  price"  basis  to  afford 
equal  opportunity  for  all  authorized  patrons 
regardless  of  branch  locations. 

All  exchange  services  use  markup  guides  to  set  retail 
prices.  For  PAB  items  the  maikup  guide  computed  retail 
price  is  recorded  in  the  PAB.  (The  Marine  exchanges  have 
the  option  of  using  the  Navy  markup  guide  and  Price  Agreement 
Bulletins  when  desired)  . 

The  average  markup  in  stateside  exchanges  is  about  16% 
as  compared  to  18%  in  supermarkets,  24%  in  discount  houses. 
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38%  in  variety  stores,  and  approximately  40%  in  depart¬ 
ment  stores.1' 

In  summary  then,  the  ASER  leaves  the  pricing  of  ex¬ 
change  merchandise  to  the  military  departments,  but  aok3 
that  the  pricing  have  "due  regard  for  profit  requirements." 
ASER  4-401  might  even  be  interpreted  a3  giving  greater 
priority  to  profits  than  to  lower  prices.  The  Navy  Exchange 
Manual  modifies  this  to  some  extent  and  calls  for  equity  to 
the  consumer  "regardless  of  size  or  location  of  Exchanges." 
The  Marine  policy  is  similar  to  the  Navy  policy.  In  all 
exchange  services  the  necessity  items  usually  carry  a  lower 
markup  than  do  the  convenience  and  luxury  items. 

In  Section  IV. B  we  attempted  to  compare  exchange  sys¬ 
tem  basic  merchandise  costs  through  a  sampling  of  2?  high 
dollar  volume,  high  unit  sales  items  which  are  sold  in  all 
three  exchange  services.  Referring  once  again  to  that 
sampling,  we  also  recorded  selling  prices  to  the  consumer 
and  the  percentage  markup  for  those  27  item3,  with  the 
following  observations: 

a.  If  a  consumer  bought  cne  of  every  item  listed, 
first  in  an  AAFES  store,  then  in  a  Navy  exchange,  and 
again  in  a  Marine  exchange,  h:s  relative  total  costs 
would  vary  approximately  3%  as  a  maximum. 

b.  The  markup  percentages  derived  from  computing 
the  differences  between  prices  to  the  consumer  and 
prices  to  the  exchanges  also  varied  approximately  3% 
as  a  maximum. 

^National  Retail  Merchants  Association. 
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c.  We  have  raf rained  from  drawing  any  conclusiona 
aa  to  which  aarvica  offara  the  moat  advantageous 
prices  to  consumers,  (1)  since  the  exchanges'  procure¬ 
ment  costa  are  subject  to  so  many  variations  in  dis¬ 
counts  and  allowances,  and  (2)  the  sample  may  be  too 
limited  to  be  truly  representative  of  selling  prices 
and  markup  percentages. 

On  a  visit  to  nine  separate  exchanges  in  the  Norfolk, 
Virginia  area,  LMI  found  that  the  price  of  a  popular  brand 
of  toothpaste  (5  oz.  tube)  varied  aa  much  as  five  cents. 

This  sample  included  AAFES,  Navy,  and  Marine  exchanges.  In 
other  areas  we  found  considerable  competition,  resulting 
in  price  variances  between  two  different  exchanges  in  close 
proximity  to  each  other,  i.e.,  the  Marine  Corps  Recruiting 
Depot  and  the  Naval  Training  Center  in  San  Diego.  Both 
Navy  and  Marine  exchange  officers  in  that  local  area  re¬ 
ported  that  an  alert  consumer  would  shop  in  both  stores  for 
the  best  price  breaks  on  necessity  and  convenience  items. 
Since  the  Marine  exchange  in  this  case  is  not  located  on 
the  naval  base,  the  local  Marine  exchange  officer  has  the 
option  of  setting  his  own  prices. 

It  seems  to  us  that  the  exchanges  should  provide  greater 
equity  to  the  consumer  in  any  given  local  area  regardless 
of  his  military  service.  Since  the  cost  of  implementing 
uniform  retail  merchandise  prices  among  the  exchanges  is 
relatively  small,  we  believe  that  there  would  be  advantages 
in  having  the  exchanges  jointly  develop  one  retail  markup 
guide  and  PAB  selling  price  applicable  to  all  military 
exchanges. 
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2.  Pricing  of  Personal  Services 

The  ASER  is  silent  on  the  subject  of  pricing  of  personal 
services.  What  policies,  then,  do  the  three  exchange  ser¬ 
vices  offer  for  guidance? 

AR60-23/AFR147-17D  provides  several  rules  for  AAFES 
pricing  of  personal  services.  In  CONUS,  AAFES  has  an  ob¬ 
jective  of  uniform  service  prices  within  a  local  area.  With 
tne  advent  of  the  Area  Support  Center  concept,  the  mechanics 
of  achieving  this  uniformity  have  placed  responsibility  on 
the  ASC  office  as  well  as  on  the  individual  exchange.  AAFES 
believes  that  ASC  involvement  in  this  process  will  tend  to 
bring  uniformity  within  those  areas.  In  overseas  areas  the 
prices  on  merchandise  are  established  by  the  exchanges;  how¬ 
ever,  the  pricing  of  personal  services  is  jointly  developed 
by  the  exchanges  and  the  local  military  commander. 

The  Navy  Exchange  Manual  tabes  a  different  approach. 

The  Navy  specifies  a  prescribed  net  contribution  from  a  ser¬ 
vice  function,  which  is  the  actual,  minimum  net  contribution 
that  remains  after  all  costs  and  expenses  have  been  paid  by 
a  service  department.  For  example,  some  requirements  used 
by  the  Navy  exchanges  appear  below: 


Table  3 


NSSO  PERSONAL  SERVICES  PRICING  POLICY 

MINIMUM  NET  CONTRIBUTION 

SERVICE  DEPARTMENT 

(%  OF  SALES) 

Barber  Shop 

5% 

Beauty  Shop 

5% 

Cobbler 

5% 

Service  Station 

11% 

Watch  Repair 

20% 

Laundry 

10% 

61 


Th«  Marine  Corps  Exchange  Manual  approaches  the  subject 
of  pricing  of  personal  services  as  follows: 

4401  Pricing  ,  .  .  The  establishment  of  prices 
to  bn  charged  for  services  is  the  responsibility 
of  the  exchange  officer.  Consideration  should 
be  given  to  the  effect  of  low  profit  items  in 
the  overall  cost.  When  more  than  one  facility 
of  a  kind  is  operated,  identical  items  or  ser¬ 
vices  shall  be  sold  for  the  same  price  in  all  of 
the  facilities  concerned. 

As  in  the  case  of  AAFES,  we  believe  that  both  the  Navy 
and  Marine  techniques  do  not  necessarily  provide  the  desired 
equity  to  all  consumers  within  the  same  local  area. 

3-  CQPCfcWSlQNS/RECQMMENDATlONS  -  Pricing  of  Goods 
Services 

a .  There  is  a  need  to  change  the  Armed  Services 
Exchange  Regulations  paragraph  4-401  to  clari¬ 
fy  and  reflect  the  priority  of  exchange  missions 
as  outlined  in  Section  IV.  A.  of  this  report.  The 
words  "with  due  regard  for  profit"  may  be  con¬ 
strued  to  mean  that  primary  emphasis  is  to  be 
placed  or.  profit. 

b.  Common  merchandise  pricing  policy  and  procedures 
contribute  to  the  exchanges'  ability  to  provide 
equity  to  the  consumer.  These  policies  and  pro¬ 
cedures  should  provide  for  flexibility  of  prices 
among  local  geographical  areas,  but  should  re¬ 
quire  consistent  pricing  of  merchandise  within 
those  local  areas. 

c.  The  exchange  services  should  prepare  a  single 
retail  markup  guide,  plus  provisions  for  identical 
PAB  selling  prices,  to  be  used  by  all  services. 


Inasmuch  as  the  A8ER  presently  provides  no 
guidance  on  pricing  of  personal  services,  the 
ASER  should  be  amended  to  include  a  policy  abate¬ 
ment  which  calls  for  consistent  personal  ssrvicea 
pricing  within  a  local  area  and  allows  flexibility 
of  personal  services  pricing  among  different  lo¬ 
cal  areas. 
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D.  INVENTORY  MANAGEMENT 

The  broad  field  of  inventory  management  covers  total  re¬ 
sponsibility  for  inventory  from  requirements  determination  to 
consumption.  In  exchange  operations,  inventory  management  is 
closely  interlaced  with  procurement,  financial  management, 
electronic  data  processing,  transportation  and  storage,  and 
retail  operations. 

The  magnitude  of  the  inventory  management  function  and  its 
related  problems  can  best  be  described  by  the  following  summary 
of  retail  sales,  retail  inventories,  and  stock  turns: 

Table  4 


i  EXCHANGE  INVENTORY  MANAGEMENT  STATISTICS 

EXCHANGE  SERVICE 

RETAIL 

SALES 

RETAIL 

INVENTORIES* 

n 

RETAIL 

STOCK 

TURNS/YR. 

AAFES  (Total)  (FY  68) 

$1 . 545. OM 

$393. 9M 

3.9 

AAFES  (Less  RVN) 

(FY  68) 

$  1 , 2  2  9 . 9M 

$305. 7M 

4.0 

Navy  Exchanges  (FY  68) 

$  382. 4M 

$  62. 1M 

6.3 

Marine  Exchanges 
(FY  '68) 

.  . . —  ■  . . . . - 

S  88. 9M 

$  16. 9M 

5.3 

ft 

Valued  at  retail  selling  price. 


All  of  the  exchange  services  operate  overseas  exchanges. 
Overseas  exchanges  require  more  inventory  investment  than  do 
CONUS  exchanges  because  of  long  inventory  pipelines.  Thus  we 
would  expect  that  the  higher  the  percentage  of  overseas  business, 
the  lower  the  total  retail  stock  turns  per  year.  As  an  exam¬ 
ple,  the  Vietnam  conflict  has  had  considerable  impact  on  AAFES ' 
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investment  in  inventory,  since  AAFES  operates  all  Vietnam  ex¬ 
changes..  AAFES '  total  overseas  business  now  stands  at  52%  of 
their  total  sales  primarily  as  a  result  of  this,  compared  with 
37%  for  the  Navy  and  11%  for  the  Marines,  Pipeline  and  inven¬ 
tory  values  for  Vietnam  alone  reached  £150  million  at  their  peak. 
Vietnam  generally  accounts  for  about  31%  of  AAFES'  inventory 
even  though  sales  in  that  region  represent  only  16%  of  the 
AAFES  sales  worldwide. 

In  FY  '68  the  Navy  reports  an  estimated  $42.3  million  in 
overseas  inventory  cut  cf  a  total  of  $72.1  million  (58.7%.). 

The  Marine  Corps  projects  $2.9  million  out  of  a  total  of  $16.1 
million  (18.0%)  for  a  like  period  for  their  off-shore  exchanges. 

Inventory  turns  per  year  of  all  exchange  services  compare 
favorably  with  average  department  store  statistics  (3.4  turns/ 
year)  and  discount  store  averages  (4.0  turns/year)  1 

Although  the  concept  of  inventory  management  deals  with 
many  functions,  our  discussion  here  is  approached  from  two 
standpoints,  namely; 

1.  Composition  of  the  Inventory  includes  a  discussion 
of  stock  assortments  or  stock  structures  which,  for 
the  purposes  of  this  discussion,  are  the  specific 
lists  of  merchandise  available  at  exchange  outlets. 

2.  Investment  m  Inventory  includes  a  discussion  of  the 
fiscal  problems  encountered  in  attaining  a  balanced 
assortment  of  merchandise  compatible  with  maximum 
customer  service  but  within  investment  limits. 


"'‘National  Retail  Merchants  Association. 
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Control*  over  both  of  these  functions  are  discussed  since 
they  are  key  to  attaining  the  best  possible  stock-to-sales  and 
inventory  turn  ratios  while  still  generating  acceptable  levels 
of  service  to  the  customer. 

1.  Composition  of  the  Inventory 

The  selection  of  an  optimum  stock  assortment  for  ah 
exchange  service  is  basic  to  successful  retail  inventory 
management.  The  three  exchange  services  approach  this 
selection  process  in  a  variety  of  ways. 

in  the  past  each  AAFES  exchange  tended  toward  building 
a  stock  assortment  based  upon  its  own  local  needs.  As  a 
result  there  were  wide  variations  even  in  the  same  local 
areas.  With  the  advent  of  the  Area  Support  Center  concept, 
however,  the  requirement  to  develop  consistent  stock  assort¬ 
ments  within  an  ASC  complex  validated  what,  we  are  told, 
AAFES  had  suspected  all  along,  i.e.,  when  the  computer 
listings  showed  each  line  item  carried  by  individual  ex¬ 
changes,  where  it  came  from,  the  price  paid,  terms,  and 
other  considerations  involved,  it  became  clear  that  im¬ 
provements  in  stock  structures  were  needed.  The  listings 
revealed  identical  items  with  different  prices,  sometimes 
from  different  sources  and  other  times  from  the  same  source. 
Some  exchanges  were  providing  too  wide  an  assortment  of 
some  items  not  justified  by  sales  volume,  while  others 
offered  too  thin  a  selection  in  support  of  a  particular 
demand.  In  some  instances  exchanges  were  not  offering 
their  customers  the  best-selling  brands  or  a  choice  of 
popular  price  lines.  AAFES  believes  that  the  Area  Support 
Center  concept  overcomes  many  of  these  difficulties  bys 
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a.  helping  to  identify  those  items  that  are  slow 
moving , 

b.  identifying  those  items  which  lend  themselves 
to  consolidated  procurements,  and 

c.  identifying  differences  in  prices  paid  for 
identical  items. 

NSSO  has  provided  Navy  exchanges  with  considerable 
stock  assortment  guidance  through  the  issuance  of  monthly 
store  departmental  statistics  as  well  as  model  departmental 
stock  composition  data  lists,  price  agreements,  "Must- 
Never-Out"  lists,  and  "Additional-Never-Out"  lists.  A 
"Must-Never-Out"  item  is  a  basic  item  in  constant  demand 
by  patrons.  Heavy  emphasis  is  placed  upon  having  these 
items  available  at  counter  levels  at  all  times.  "Addi¬ 
tional-Never-Out"  items  are  less  basic  but  in  continual 
demand  and  are  next  in  priority.  Seasonal  demand  commodi¬ 
ties  are  highlighted  in  "VOCES, "  a  special  publication 
tailored  primarily  to  seasonal  softgoods. 

The  Marine  Corps  has  the  opportunity  and  option  to 
use  the  Navy  lists  if  it  so  desires.  It  does  not  have 
its  own  lists  of  "Must-Never-Out"  items.  AAFES  requires 
that  i*ts  exchanges  have  stock  assortments  which  include 
"Never-Out-of-Stock"  items. 

A  factor  closely  associated  with  stock  assortment  and 
stock  structures  is  the  retail  department  numerical  desig¬ 
nation  normally  found  in  exchanges.  AAFES  has  a  merchandise 
departmental  breakout  of  ten  departments.  The  Navy  has  18 
departments  in  its  retail  operations .  The  Marine  Corps 
closely  follows  the  Navy  pattern,  but  the  choice  is  up  to 
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the  individual  exchange  officer.  LM1  could  not  find  con¬ 
clusive  evidence  that  one  works  better  than  the  other. 
Comparisons  among  the  exchange  services  are  difficult 
under  the  three  present  systems  of  numbering  and  coding 
retail  departments. 

To  put  order  and  system  into  stock  structures,  the 
exchange  services  have  unilaterally  developed  different 
approaches  'to  supplier  and  item  coding.  As  a  result, 
identical  items  and/or  suppliers  have  differing  code  num¬ 
bers  in  each  exchange  service.  For  example,  AAFES  has 
switched  to  a  nine-digit  item  code.  The  Navy  useB  a  14- 
digit  code  for  its  items  and  suppliers.  The  Marine  Corps 
uses  a  nine-digit  code  at  Camp  Pendleton. 

It  has  long  been  a  DoD  goal  in  appropriated  procure¬ 
ments  to  present  a  single  face  to  American  industries  and 
suppliers.  The  Defense  Supply  Agency  (DSA)  achieves  this 
through  standard  coding  of  all  DSA-controlled  items.  LMI 
believes  the  same  concepts  applied  to  resale  items  would 
be  desirable  and  would  benefit  supplier  and  exchange  ser¬ 
vices  alike.  It  would  reduce  confusion  for  a  supplier  ser¬ 
vicing  all  three  exchange  services.  We  understand  that 
for  many  years  the  National  Retail  Merchants  Association 
(NRMA)  has  been  advocating  a  program  to  install  a  single 
system  of  item  code- numbering  to  be  used  by  all  of  its 
members . 

Considering  all  of  these  possible  chances  for  differ¬ 
ences  in  composition  of  the  inventorv,  LMI  observes  that 
there  is  nothing  that  requires  an  exchange  manager  in  a 
given  local  area  to  coordinate  his  selection  of  merchandise 


with  other  exchange  managers  in  the  same  area.  Exceptions 
are  AAFES  exchanges  which,  under  the  present  ASC  concept, 
must  coordinate  their  stock  structure  with  other  AAFES  ex¬ 
changes  in  a  given  area.  The  Navy  Exchange  Service  Center 
concept,  when  implemented,  may  also  cause  this  coordination 
to  take  place  among  area  Navy  exchanges.  However,  the  Navy 
and  Marine  exchanges  are  not  required  to  do  so  today,  and 
there  is  no  inducement  for  Marine,  Navy,  or  AAFES  exchanges 
to  coordinate  among  themselves  under  present  organizations 
and  directives . 

A  representative  example  of  this  is  shown  on  the  fol¬ 
lowing  page  (Figure  5) .  The  Map  shows  a  single  military 
establishment,  the  Norfolk  Naval  Station.  There  are  four 
main  exchanges  within  that  small  area,  three  of  which  are 
less  than  one  mile  apart.  There  are  few  local  interfaces 
among  the  four  exchanges,  except  for  possibly  an  occasional 
exchange  officers'  meeting.  Three  of  the  four  main  stores 
have  one  or  more  small  branches  or  outlets.  Some  of  these 
branches  are  also  located  near  a  branch  of  another  exchange. 
Besides  acting  independently  in  matters  of  hiring,  storage, 
transportation,  and  buying,  these  main  stores  unilaterally 
determine  their  separate  stock  structures  and  monthly  stock 
requirements  as  long  as  they  comply  with  general  policy  on 
"Never-Out"  items  and  similar  guidance. 

From  a  stock  structure  standpoint  the  apparent  redun¬ 
dancy  could  be  expensive  and  reflect  itself  in  higher 
prices.  The  desire  of  each  store  to  supply  all  the  needs 
of  all  patrons  might  preclude  their  carrying  a  wider  and 
more  attractive  range  of  fewer  categories  of  merchandise. 


ARMY  - AIR  FORCE 
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2.  investment  in  Inventory 

Once  a  stock  structure  is  developed  for  an  exchange, 
two  questions  are  posed  to  exchange  inventory  managers t 
(1)  how  can  they  arrive  at  the  decision  to  invest  in  inven¬ 
tory,  and  (2)  how  much  should  they  invest  in  the  new  stock 
structure?  The  goal  in  either  case  is  to  have  on  hand  the 
merchandise  the  customer  desires,  and  to  accomplish  that 
with  the  maximum  number  of  inventory  turns  per  year  to 
free  working  capital. 

All  of  the  exchanges  use  a  common  technique,  long  used 
in  retailing,  in  arriving  at  a  decision  to  invest  in  more 
inventory.  The  exchanges  prepare  a  merchandising  budget 
which  in  turn  provides  the  basis  for  open-to-buy  controls. 
Open-to-buy  is  a  computed  amount  of  further  inventory  in¬ 
vestment  an  exchange  can  make  without  jeopardizing  pre¬ 
determined  investment  limits. 

In  the  case  of  AAFES,  requirements  for  individual 
stores  or  areas  are  computed  automatically  on  computers 
at  area  headquarters.  Navy  open-to-buy  controls  are  essen¬ 
tially  the  responsibility  of  the  individual  exchange 
manager,  as  is  the  case  with  Marine  exchanges.  Open-to-buy 
controls  help  the  exchanges  recognize  when  their  inventories 
are  turning  over  too  slowly.  In  addition,  they  help  the 
retail  manager  in  determining  when  he  can  take  advantage 
of  attractive  offers  from  suppliers. 

Electronic  data  processing  offers  a  decided  advantage 
in  maintaining  up-to-date  open-to-buy  status  and  controls 
when  the  number  of  line  items  is  high.  For  example,  I<MI 
examined  the  inventory  control  system  at  several  Area 
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Support  Centers  and  found  that  AAFES  managers  reported  that 
they  could,  for  the  first  time,  purge  the  system  of  slow- 
moving  items.  They  could  consider  the  economic  order 
quantity  of  a  single  item,  the  safety  stock  level,  and  the 
number  of  items  in  the  pipeline  at  any  given  moment.  With 
20  to  30  thousand  line  items,  there  are  clear  advantages 
of  machine-prepared  reports  for  managers.  The  computer 
at  the  ASC  also  provides  branch  status  reports,  preprint 
for  stock  counts,  sales  and  inventory  analyses,  purchase 
order  requirements,  various  exception  reports,  and  ether 
reports . 

The  new  Navy  Exchange  Service  Center  for  the  San 
Diego  area  will  make  extensive  use  of  computers  in  inven¬ 
tory  management.  The  Navy  has  stated  that  its  purpose  is 
to  improve  the  timeliness  and  availability  of  management 
information  and  reduce  the  inventory  levels  needed  to  satis 
fy  demands  in  that  area.  Consolidation  under  NESC-San 
Diego  is  expected  to  reduce  inventory  levels.  Substantial 
portions  of  this  reduction  can  be  attributed  to  more 
rapid  reaction  to  inventory  conditions  through  the  use  of 
computers . 

3.  CONCLUSIONS/RECOMMENDATIONS  -  Inventory  Management 

a.  AAFES'  experience  with  the  ASC's  and  Navy  pro¬ 
jections  for  the  NESC  concept  indicates  that 
area  consolidations  of  inventory  management  will 
permit  greater  visibility  of  stock  structure 
weaknesses  and  opportunities.  Similarly,  these 
area  concepts,  which  make  the  use  of  EDP  econom¬ 
ically  feasible  in  inventory  management,  provide 
for  improved  control  of  the  stock  structures. 
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b.  It  ii  desirable  to  have  a  common  ratail  depart¬ 
mental  numbering  aystem  among  the  three  exchange 
eervicea. 

c.  Both  exchangee  and  suppliers  would  benefit  from 
the  development  of  common  supplier  coding  and 
common  item  coding.  It  would  facilitate  the  use 
of  common  Price  Agreement  Bulletins  suggested  in 
Section  IV. B. and  would  enable  all  three  exchange 
services  to  have  EDP  print-outs  of  supplier 
quality  experience. 
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E.  QUALITY  ASSURANCE 

The  Armed  Services  Exchange  Regulations  require  that  only 
first  quality  merchandise  will  be  sold  in  exchanges.  Some  de¬ 
fective  merchandise,  however,  has  been  found  from  time  to  time 
resulting  in  customer  complaints  that  the  exchanges  are  selling 
"seconds. “ 

AAFES  reports  that  in  FY  *68  alone  over  $4  million  worth  of 
merchandise  has  been  identified  as  defective,  returned,  or  has 
resulted  in  credits  issued.  The  Navy  exchanges  do  not  keep 
similar  records,  but  report  that  88  cases  of  defective  merchandise 
have  been  forwarded  to  NSSO  from  Navy  exchanges  in  the  past  year. 
The  Marine  exchanges  do  not  aggregate  records  of  defective  goods 
for  the  total  system  and  thus  no  estimate  is  available.  All 
services  agree,  however,  that  the  majority  of  the  quality  problems 
appear  in  soft  goods. 

Many  commercial  suppliers,  particularly  of  ready-to-wear 
clothing,  are  somewhat  unfamiliar  with  the  government's  quality 
assurance  program.  At  times  they  question  the  right  of  the  Govern¬ 
ment  to  reject  a  total  shipment  when  the  incidence  of  defects 
found  in  the  random  sampling  is  beyond  the  tolerable  limits  of 
an  acceptable  quality  level. 

LMI  believes  that  application  of  the  concept  of  "quality 
assurance'  (rather  than  "quality  control")  would  be  beneficial 
to  the  exchanges,  just  as  it  has  proved  advantageous  in  the 
appropriated  fund  procurement  of  weapons  and  supplies.  The  re¬ 
sponsibility  for  quality  control  lies  with  the  supplier.  The 
government  quality  assurance  program  insures  that  the  supplier’s 
quality  control  program  discovers  any  defects  prior  to  shipment. 
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One  of  tlie  problems  encountered  in  attempting  to  quantify 
quality  problems  has  been  an  apparent  lack  of  customer  complaint 
data.  Most  of  the  quality  deficiencies  which  make  up  the  amount 
quoted  above  by  AAFES  were  discovered  by  the  exchanges  prior  to 
sale  to  a  customer.  This  in  itself  is  good,  but  data  depicting 
the  quality  difficulties  experienced  by  the  customers  are  sporadic 
and  are  limited  in  most  cases  to  recording  "returns"  at  the  point 
of  sale. 

LMI  is  unaware  of  any  attempts  to  coordinate  quality  assurance 
information  among  the  three  services  except  on  an  occasional  and 
informal  basis.  The  most  logical  area  for  such  coordination  would 
appear  to  be  in  the  maintenance  of  supplier  quality  performance 
files. 

All  three  exchange  services  have  become  increasingly  aware 
of  the  need  to  implement  more  effective  quality  assurance  pro¬ 
grams.  Their  actions  to  achieve  a  higher  percentage  of  acceptable 

v 

goods  are  recorded  briefly  as  follows. 

1.  Army -Air  Force  Exchange  Service 

A  central  headquarters  Quality  Control  Office  was 
established  in  1966.  For  three  years  prior  to  that  this 
function  had  been  performed  under  the  Procurement  Division. 
There  is  now  a  quality  control  examiner  in  each  Area  Support 
Center.  AAFES  believes  that  the  establishment  of  the  Area 
Support  Centers,  which  made  it  economically  feasible  to 
assign  examiners,  has  been  instrumental  in  discovering  many 
quality  deficiencies  that  would  otherwise  have  gone  unde¬ 
tected.  These  quality  examiners  are  attempting  to  identify 
and  record  defects  at  four  levels:  (1)  the  exchange  outlet, 
(2)  the  warehouse,  (3)  the  CONUS  distribution  center  (when 
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applicable)  ,  and  (4)  the  supplier.  The  earlier  the  defects 
are  identified  the  quicker  they  will  be  corrected.  This  is 
especially  desirable  in  overseas  shipments  where  long  lead 
times  and  high  transportation  expenses  are  involved.  For 
that  reason  AAFES  has  placed  quality  control  examiners  at 
high  dollar  volume  supplier  plants,  Gilbert  Systems,  Inc. 
(who  mark,  package  and  distribute),  and  the  Military  Ocean 
Terminals  from  which  overseas  shipments  are  made. 

Supplier  experience  tests  are  being  developed,  and 
AAFES  reports  that  over  90%  of  the  quality  problems  identi¬ 
fied  as  supplier  problems  are  being  resolved  without  going 
past  the  warning  or  consultation  stages. 

EDP  feedback  reports  of  inspection  data  are  scheduled 
to  commence  in  July  1968.  These  will  incorporate  random 
sampling,  trends,  geographical  inspection  results  for  com¬ 
parison  purposes,  supplier  performance,  etc.  Marginal  sup¬ 
pliers,  having  a  consistently  poor  quality  record  will  be 
dropped  from  the  list  of  qualified  vendors. 

2 .  Navv  Exchanges 

In  1967  the  Navy  established  a  Quality  Control  Branch 
at  NSSO  headquarters.  This  staff  is  charged  with  imple¬ 
menting  the  Navy  exchange  quality  control  plan,  conducting 
supplier  plant  inspections,  product  testing,  and  maintaining 
supplier  quality  history  files,  and  training  field  per¬ 
sonnel  in  quality  assurance  techniques.  There  is  a  new 
supplement  to  the  Navy  Exchange  Manual  which  covers  these 
responsibilities . 

Present  direction  from  NSSO  requires  that  all  shipments 
be  inspected  upon  receipt  and  again  on  the  selling  floor. 
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Defects  are  reported  to  NSSO  headquarters  and  appropriate 
action  with  the  supplier  is  then  taken.  From  these  reports 
a  supplier  quality  history  file  is  being  developed. 

The  Navy  Exchange  Service  Center  concept  now  being 
implemented  in  San  Diego  will  consolidate  the  receiving 
inspection  functions  of  the  various  exchanges  under  it, 
which  should  result  in  greater  consistency  in  applying  in¬ 
spection  standards.  The  present  organization  chart  of  the 
new  NESC,  however,  does  not  segregate  or  identify  the 
quality  assurance  function. 

3.  Marine  Corps  Exchange a 

The  Marine  Corps  Exchange  Manual  is  silent  on  the  sub¬ 
ject  of  quality  assurance.  It  is  a  function  left  entirely 
to  the  separate  exchanges.  Our  field  visits  indicated  that 
Marine  exchanges  generally  have  not  implemented  a  quality 
assurance  program. 

4.  CONCLUSIONS/RECOMMENDATIONS  -  Quality  Assurance 

a .  Inasmuch  as  the  three  exchange  services  have 

similar  missions  and  customer  clientele,  there 
would  be  considerable  benefit  derived  from  having 
the  exchange  services  present  a  united  front  to 
suppliers  in  matters  pertaining  to  quality  of  mer¬ 
chandise  through: 

(1)  Common  supplier  quality  experience  files 
which  would  make  available  to  all  services  | 
both  good  and  poor  quality  performance. 

(2)  Common  inspection  and  acceptance  standards 
on  identical  or  similar  items  purchased  by 
all  three  exchange  services. 
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(3)  Assignment  of  common  quslity  sssurancs  ex- 
aminsrs  at  supplier  plants  and  distribution 
and  shipping  points  where  the  three  services 
buy  from  the  same  vendor  or  ship  from  the 
same  point  in  quantities  sufficient  to  war¬ 
rant  the  assignment  of  an  inspector  or  examiner. 

b.  The  implementation  of  area  distribution  concepts 
as  envisioned  in  AAFES1  ASC's  and  Navy  Exchange 
Service  Centers  will  increase  the  ability  of  the 
exchanges  to  achieve  an  earlier  discovery  of  quality 
difficulties,  and  thus  bring  pressure  to  bear  at 
the  source  of  the  quality  defects. 
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P.  PHYSICAL  DISTRIBUTION 

For  purposes  of  this  report,  physical  distribution  covers 
the  packing,  movement,  receipt,  storage,  and  issue  of  all  mer¬ 
chandise,  supplies,  and  equipment  from  suppliers  to  ultimate 
destinations.  The  complexity  of  the  function  becomes  apparent 
when  one  considers  that  up  to  30,000  items  are  purchased  for 
each  of  200  major  outlets  in  CONUS,  and  a  similar  variety  is 
procured  and  distributed  to  exchanges  in  34  foreign  countries. 
This  merchandise  is  purchased  from  as  many  as  60,000  suppliers 
in  the  United  States  and  from  hundreds  of  suppliers  overseas. 

For  each  item  purchased,  logistical  decisions  must  be  made  as  to 
direct  shipment  vs.  warehousing,  mode  of  transportation,  and  the 
choice  of  carrier. 

LMI  encountered  a  variety  of  distribution  patterns  and 
methods  in  this  worldwide  study.  Our  observations  tend  to  con¬ 
firm  the  statement  made  by  officials  of  a  large  retail  chain  in 
the  United  States  who  believe  that  there  is  no  one  best  way  to 
handle,  transport,  store,  and  deliver  all  merchandise  to  a  re¬ 
tail  outlet.  In  their  opinion,  optimum  results  are  obtained  by 
analyzing  merchandise  on  a  category-by-category  basis,  determin¬ 
ing  its  point  of  manufacture,  where  it  will  be  sold,  what  quan¬ 
tities  to  ship,  the  alternative  means  to  supply  it  to  retail 
outlets,  the  cost  to  hold  in  a  warehouse,  the  level  of  service 
desired,  and  other  factors.  They  estimate  that  there  are  75 
cost  categories  which  must  be  considered  in  making  such  an 
analysis.  The  end  result  of  such  cost  trade-offs  determines 
how  that  company  will  ship,  transport,  store,  and  finally  de¬ 
liver  an  item  onto  the  retail  shelves. 
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Because  of  tha  differences  in  transportation  and  warehousing 
environments  between  CONUS  and  overseas  exchanges,  our  discus¬ 
sion  will  be  divided  under  those  headings. 

1.  CONUS  Physical  Distribution 

a.  AAFES  Distribution  (CONUS) 

AAFES  is  in  the  process  of  implementing  and  re¬ 
fining  its  distribution  plans  in  the  CONUS  Area  Sup¬ 
port  Centers.  For  those  ASC's  which  are  fully  opera¬ 
tional,  however,  merchandise  is  either  shipped  from 
sources  to  the  ASC  warehouse  for  storage  and  further 
distribution  or  drop-shipped  directly  to  the  store, 
if  that  has  been  determined  to  be  the  more  economical 
way.  AAFES  headquarters'  transportation  staff  is  de¬ 
veloping  a  detailed  shipping  and  transportation  guide 
for  each  ASC  which  specifies  the  most  economical 
shipping  mode  and  route.  Individual  stores  under  an 
ASC  have  a  small  back-up  warehouse  in  or  close  to  the 
store,  but  major  warehousing  needs  are  centralized  at 
one  or  more  ASC  warehouses. 

If  a  main  exchange  store  has  one  or  more  satel¬ 
lite  branches,  these  are  usually  supplied  from  that 
main  store.  Commercial  transportation  usually  delivers 
to  the  ASC  warehouse  (or  store  if  direct-drop  shipment), 
while  exchange-operated  trucks  carry  the  distribution 
from  the  warehouse  to  individual  stores. 

Distribution  requirements  are  computerized  at 
the  ASC  location,  automatically  cutting  transfer 
vouchers  and  other  physical  distribution  documents. 
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The  CONUS  ASC 'a  utilize  the  lataat  third  generation 
computers  at  each  ASC  location. 

Tha  AAFES  headquarters  at  Dallas  provides  policy 
and  coordination  to  the  ASC's  and,  in  addition,  ia 
undertaking  soma  detailed  studies  of  tha  beat  ways  to 
handle  and  distribute  merchandise  under  the  ASC  con¬ 
cept  . 

b.  Navv  Exchange  Distribution  (C0NU8) 

All  of  the  Navy  exchanges  operate  individually. 
Their  physical  distribution  patterns  reflect  this 
autonomy,  even  if  there  are  several  main  stores  on 
the  same  base.  Each  store  normally  designates  the 
method  and  routing  of  shipments,  which  are  then  re¬ 
ceived  in  locally  managed  warehouses  or  at  the  store 
itself.  The  merchandise  manager  has  jurisdiction 
over  distribution  to  satellite  stores.  Local  dis¬ 
tribution  is  usually  a  function  accomplished  by  Navy 
exchange  vehicles. 

The  new  Navy  Exchange  Service  Center  (NESC) ,  now 
being  implemented  in  the  San  Diego  area,  will  conduct 
its  physical  distribution  function  on  an  area  basis, 
similar  in  some  respects  to  the  AAFES.  This  NESC  is 
envisioned  as  a  prototype  and,  after  a  proving  period, 
will  be  duplicated  at  other  locations  where  there  is 
a  reasonable  concentration  of  naval  establishments. 

As  in  the  case  of  AAFES,  the  NESC's  will  utilize 
third  generation  computers.  The  Navy  reports  that 
the  many  functions  of  NESC,  including  physical  dis¬ 
tribution,  could  ultimately  serve  Navy  commissary 


■torts,  Ship's  Stores  Afloat,  and  MSTS  exchanges  in 
those  localities. 

NSSO  has  staff  groups  in  Brooklyn  who  are 
actively  planning  the  distribution  aspects  of  the 
NESC  concept. 

c.  Marine  Exchange  Distribution  (CONUS) 

Marine  exchanges  operate  and  manage  their  dis1- 
tribution  functions  on  a  local  basis,  although  there 
has  been  some  consideration  given  to  consolidating 
physical  distribution  on  an  area  basis  in  Southern 
California.  Each  exchange,  even  if  in  close  proximity 
to  another  Marine  exchange,  operates  in  a  completely 
independent  manner  in  its  storage  and  distribution 
functions . 

d.  Common  Distribution  Problems  and  Opportunities 

in  CONUS 

(1)  The  three  exchange  services,  with  few  excep¬ 
tions,  operate  completely  independently  of 
each  other.  Figure  6  on  the  following  page 
shows  all  exchanges  in  and  around  the  Norfolk, 
Virginia  area.  As  shown  in  the  ASC  map. 
Appendix  D,  the  Army-Air  Force  exchanges  in 
the  Norfolk  area  are  supplied  from  one 
point,  the  Capitol  ASC  in  Alexandria, 
Virginia,  while  Navy  and  Marine  exchanges 
are  supplied  individually  from  suppliers. 
Various  main  stores  have  satellite  branches 
or  annexes  which  must  be  supplied  from  main 
store  warehouses.  Trucks  supplying  any  of 
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thaae  main  or  branch  locations  go  out  fully 
loaded  and  return  empty.  On  any  given  day 
the  trucks  from  the  navel  station  may  well 
pass  the  Capitol  ASC  trucks  going  to  and 
from  Langley  AFB,  Ft.  Eustis,  or  Ft.  Monroe. 
If  lines  were  drawn  from  supply  points  to 
outlets,  the  resultant  map  would  be  a  maze 
of  crisscrossed  lines.  This  indicates  that 
there  are  economies  of  distribution  which 
could  be  realized  in  any  area  where  there 
are  a  number  of  exchanges. 

(2)  There  is  a  great  duplication  in  the  storage 
function  in  a  given  area,  such  as  the 
Norfolk  Naval  Station.  There  are  two  Navy 
main  exchanges  and  two  Marine  major  exchanges 
on  this  station;  each  has  its  own  storage 
facilities,  even  though  the  distance  between 
any  two  of  them  is  very  short. 

(3)  Along  with  the  duplication  of  storage  func¬ 
tions  in  some  areas  noted  above,  we  observed 
serious  shortages  of  warehouse  and  storage 
facilities  in  other  areas. 

Worldwide,  the  Navy  has  61  main  stores 
that  can  be  considered  to  have  warehouse 
operations.  Warehouse  problems  for  those 
stores  are  summarized  by  NSSO  as  follows  s 

1 !  stores  —  Inadequate;1  replacement 
requested 

25  stores  —  Inadequate,  but  no  action 
to  replace  taken  to  date. 

25  stores  —  Adequate  warehouses 
1 Inadequate  from  a  size  or  condition  standpoint. 
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No  aimilar  atatiatica  war*  availabla 
for  AAFES  or  th*  Marina  axchangaa,  although 
from  our  obaarvationa  the  Navy  inadequacies 
seem  to  be  repreaentative  of  all  exchange 
aervicea. 

(4)  Material  handling  refinementa  in  warehousea 
(conveyors,  atandardized  multiple  shelving, 
standard  bins,  etc.)  were  observed  in  a  few 
warehouaea.  However,  all  of  the  exchanges 
have  been  reluctant  to  invest  in  mechanized 
materials  handling  equipment  and  storage 
hardware  since  the  warehouse  facilities  are 
often  marginal  in  quality  and  such  equipment 
is  usually  designed  for  a  specific  applica¬ 
tion.  The  Marines'  Camp  Pendleton  exchange, 
however,  has  made  a  major  investment  in  a 
modernized  warehouse  and  equipment,  and  re¬ 
ports  great  benefits  and  measurable  savings. 
Before  the  expenditure  of  §130,000  on  hand¬ 
ling  equipment,  warehouse  manning  called  for 
56  people.  With  modernization  this  has 
dropped  to  29  people  (a  4896  reduction)  with 

a  resultant  savings  of  approximately  $100,000 
per  year. 

(5)  The  Navy  recognized  apparent  duplications 
and  opportunities  in  physical  distribution, 
and  as  a  result  made  an  on-site  survey  and 
study  of  existing  facilities  and  operations 
in  the  San  Diego  area  in  late  1966  (see 
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Figure  7).  This  lad  tham  to  tha  conclusion 
and  recommendation  that  consolidatad  araa 
physical  distribution  would  save  $482,000 
par  yaar.  As  a  part  of  this  savings,  physi¬ 
cal  distribution  personnel  will  be  reduced 
approximately  44%  (from  176  to  99  people) . 

The  Navy  estimates  that  by  late  1968  the 
four  Navy  exchanges  in  that  area  will  be 
served  by  a  single  distribution  system  with 
resultant  savings  accruing  to  the  consumer. 

AAFES  also  projects  sizable  benefits 
±n  physical  distribution  costs  and  has  re¬ 
corded  some  measurable  gains.  Even  though 
the  ASC  concept  has  been  in  existence  only 
a  short  time  and  all  areas  are  not  yet  fully 
implemented,  AAFES  reports  that  total  physi¬ 
cal  distribution  personnel  have  been  reduced 
from  2,391  to  1,822  persons— a  savings  of 
24%. 

(6)  To  summarize  the  CONUS  physical  distribution 
situation,  LMI  believes  that  the  determina¬ 
tion  of  the  best  way  to  handle,  store,  and 
distribute  a  given  item  or  commodity  presents 
some  great  opportunities.  Officials  of  one 
of  the  largest  merchandising  firms  in  the 
U.  S.  reported  that  they  are  just  beginning 
to  tap  the  potential  in  that  area,  even 
though  they  have  been  highly  profitable 
over  the  years.  Within  the  exchanges, 
efforts  to  optimize  this  facet  of  physical 
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distribution  have  been  on  an  individual 
store  basis  until  the  formation  of  AAFES 
ASC's  and  the  Navy  Exchange  Service  Center 
concept.  It  is  true  that  an  individual 
store  could  conduct  economic  trade-offs  on 
items  if  it  could  afford  the  staff,  and 
eventually  select  an  efficient  distribution 
and  storage  pattern.  In  LMI's  opinion  the 
area  or  service  center  concept  opens  doors 
to  new  physical  distribution  benefits  and 
savings  through  (1)  consolidated  procure¬ 
ments  and  shipments,  (2)  lower  freight  rates 
due  to  higher  volumes,  (3)  reduction  in  the 
number  of  out-of-stock  instances  through 
shared  central  warehouses,  (4)  possible 
pooling  of  capital  investments  in  warehouse 
and  material  handling  equipment  to  achieve 
a  single  mechanized  warehouse  for  an  area, 
and  (5)  elimination  of  duplication  in 
local  distribution  and  transportation. 

2.  Overseas  Physical  Distribution 

The  scope  of  exchange  operations  overseas  makes  a 
separate  discussion  desirable.  Last  year  ever  52%  of 
AAFES'  sales  were  made  in  overseas  exchanges,  the  Navy  re¬ 
ported  37%,  and  the  Marine  overseas  exchanges  accounted 
for  11%  of  total  Marine  exchange  sales. 

a.  AAFES  Distribution  Overseas 

The  AAFES  Transportation  Division  in  Dallas  is 
responsible  for  the  packing  and  movement  of  almost 
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$600  million  of  CONUS-procured  merchandise  to  overseas 
exchanges  in  34  foreign  countries.  All  of  this  mer¬ 
chandise  is  routed  via  commercial  carrier,  at  exchange 
or  supplier  expense,  to  one  of  five  primary  loading 
points  or  shipping  terminals  in  the  United  States. 

Water  shipments  are  processed  in  accordance  with 
MILSTAMP  through  appropriate  transportation  terminals 
for  ocean  lift  by  Military  Sea  Transport  Service  (MSTS) . 
MSTS  transportation  costs  are  not  charged  to  any  of 
the  exchanges.  An  estimate  of  MSTS  support  of  AAFES 
requirements  is  approximately  $54  million  (see  Table 
9  ,  section  IV. G) . 

With  the  exception  of  RVN  all  AAFES  exchanges  over¬ 
seas  arrange  and  pay  for  transportation  from  the  foreign 
port  of  discharge  to  the  individual  exchange  warehouse. 
Some  use  is  made  of  the  Army  and  Air  Force  postal  sys¬ 
tem  for  small  shipments,  and  commercial  air  and  air 
parcel  post  are  used  to  expedite  seasonal  merchandise 
and  emergency  requirements.  MAC  lift  is  limited  to 

(1)  supply  of  areas  not  serviced  by  commercial  carrier, 

(2)  military  apparel  items  in  short  supply,  and  (3) 
emergency  requirements  which  have  serious  impact  on 
the  morale  of  the  troops. 

Table  5  portrays  the  magnitude  of  AAFES  overseas 


shipments . 
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AAFES  SHIPMENTS  TO  OVERSEAS  EXCHANGES 

ShijanentB  Type 

— 

Calendar  1967 

Calendar  1966 

Surface  ships 

1,719,767  MT* 

1,300,000  MT* 

Commercial  Air 

1,044,921  lbs. 

Military  Airlift 
Command** 

3,758,665  lbs. 

Conex  Containers 

7,644 

1,675 

Containers 

Containers 

Sea  Van  Containers 

9,761 

3,544 

Sea  Vans 

Sea  Vans 

Individual  Water 

211,565 

Shipments 

Shipments 

*  40  cu.  ft. /Measurement  Ton 

**  Primarily  to  Vietnam  during  lift  shortage,  February- 
March  1967. 


b.  Navy  Exchange  Distribution  Overseas 

Table  6  following  summarizes  the  appropriated 
fund  support  rendered  to  the  Navy  exchanges  in  trans¬ 
porting  exchange  merchandise  and  supplies  to  over¬ 


seas  locations 
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Table  6 


APPROPRIATED  FUND  SUPPORT  (TRANSPORTATION  COSTS) 

OF  NSSO  SHIPMENTS  TO  OVERSEAS  EXCHANGES 

Method 

10  Months 

Actual  (FY'68) 

12  Months 
Prolected  (FY'68) 

SEA  LIFT 

Containerized  ($) 

— 

$1,938,374 

Conventional  Cargo  ($) 

— 

$4,522,874 

Total  Sea  Lift  ($) 

$5,384,374 

$6,461,248 

Tr‘. a]  Tonnage  (MT)* 

231,431  MT 

277,600  MT 

AIR  LIFT 

Totax  Airlift  ($) 

$  1.142 

$  1,370 

Total  Airlift  (Short 
Tons) 

58.4  ST 

*  Measurement  Tons 


Under  the  guidance  of  NSSO,  merchandise  earmarked 
for  overseas  Navy  exchanges  is  shipped  by  suppliers  to 
the  Military  Ocean  Terminals  (MOT)  and  processed  by 
MOT  personnel  for  shipment  via  MSTS.  Either  the  indi¬ 
vidual  Navy  exchange  or  the  supplier  pays  the  shipping 
costs  to  the  MOT,  depending  upon  the  terms  of  the  order. 
On  the  West  Coast  the  Navy  has  contracted  for  the  stuf¬ 
fing  of  containers  for  overseas  shipments.  On  the  East 
Coast  the  Navy  reimburses  appropriated  funded  sources 
for  the  stuffing  of  highly  pilferable  items  into  con¬ 
tainers. 
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c.  Marine  Exchange  Distribution  OwriMi 

Marine  exchangee  generally  follow  the  sane  pattern 
of  shipment  and  distribution  overseas  as  does  the  Navy. 
The  Marine  exchanges  operate  as  independent  entities 
and  direct  and  manage  their  shipments  to  and  from  the 
ports.  No  statistics  were  available  as  to  the  magni¬ 
tude  of  Marine  exchange  shipments  overseas. 

d.  Common  Overseas  Distribution  Problems 

and  Opportunities 

(1)  Opportunities  for  savings  through  area  con¬ 
solidations  are  also  a  possibility  in  over¬ 
seas  operations.  The  Pearl  Harbor -Honolulu 
area  is  illustrative.  The  Navy  has  indicated 
that  a  feasibility  study  leading  to  a  NESC 
has  been  made  covering  Navy  exchanges  in  that 
locality.  Army-Air  Force  exchanges  already 
operate  there  under  PACEX's  regional  exchange 
distribution  concept. 

(2)  Warehousing  problems  also  exist  overseas  in 
all  exchange  services,  particularly  in  re¬ 
mote  areas  like  Thailand  and  Vietnam.  Inade¬ 
quate  facilities  (discussed  in  Section  IV. I) 
have  lessened  the  ability  of  the  exchanges 

to  streamline  their  warehouse  operations. 
Pilferage  of  merchandise  and  supplies  during 
the  distribution  process  adds  to  difficulties, 
particularly  in  remote  operational  areas. 

(3)  LMI  understands  that  substantial  progress 
hac  been  made  in  the  physical  distribution 
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process  in  Vietnam.  The  rapid  buildup  pro¬ 
duced  aome  storage  and  diatribution  diffi- 
cultiea,  but  reporta  from  that  area  indicate 
that  necessity  items  are  now  available 
throughout  the  region.  Over  900,000  raeaaure-' 
ment  tona  of  exchange  cargo  have  been  ahipped 
to  Vietnam  thus  far. 

The  Marines  who  are  being  serviced  by  AAFES 
exchanges  in  Vietnam  have  suggested  that  the 
effectiveness  of  distribution  there  might  be 
increased  if  exchanges  in  Marine  areas  were 
to  be  placed  under  the  Marine  Force  Logistics 
Command  to  insure  that  the  exchanges  receive 
the  proper  transportation  and  storage  support. 
This  is  presently  under  consideration  by 
AAFES . 

(4)  A  significant  transportation  development  is 
now  underway  in  Vietnam.  A  proposed  con¬ 
tract  is  being  negotiated  by  the  First  Logis¬ 
tics  Command  which  will  provide  for  second 
destination  transportation  from  port  depots 
to  inland  depots,  or  from  depots  to  retail 
outlets,  by  means  of  tractor-drawn  vans.  It 
is  estimated  that  this  contract  will  be  effec¬ 
tive  by  August  1968.  AAFES  expects  not  only  an 
improvement  in  the  capability  to  move  mer¬ 
chandise  but  also  improved  security  and 
reduction  in  deunages  resulting  from  handling, 

(5)  Increases  in  the  availability  and  use  of 

Bea  van  and  CONEX  containers  has  been  a  great 


boon  to  all  three  exchange  services.  The 
vans  and  containers  are  either  source-loaded 
at  suppliers '  plants  or  packed  at  the  ocean 
terminals,  and  normally  would  not  be  opened 
until  delivered  at  the  store  or  warehouse 
overseas.  Exchange  enthusiasm  for  this  mode 
of  transportation  stems  from  several  facts j 
(1)  it  has  reduced  pilferage  and  damage  con¬ 
siderably,  (2)  it  is  normally  faster  than 
conventional  shipments  (see  Table  7  on  the 
following  pages) ,  (3)  it  eliminates  the  need 
for  expensive  export  packing,  (4)  it  is 
cheaper  to  handle,  and  (5)  it  provides  its 
own  storage  facility  in  case  of  an  unexpected 
delay. 

The  Navy  exchange  in  Naples  is  now  receiving 
an  increasing  amount  of  its  stateside  mer¬ 
chandise  in  vans  and  containers,  as  are  many 
other  exchanges.  All  report  substantial  re¬ 
ductions  in  pilferage  and  damaged  goods. 

Since  most  Navy  overseas  exchanges  are  near 
ports,  they  have  been  loading  sea  vans  at  the 
CONUS  terminal  with  a  varied  assortment  of 
merchandise,  all  destined  for  a  single  store. 

Summarising  physical  distribution  aspects  of  over¬ 
seas  exchanges,  we  found  that  many  of  the  problems  and 
duplications  encountered  in  CONUS  also  existed  overseas. 
Likewise,  the  opportunities  were  apparent  and  perhaps  to 
even  a  greater  degree.  In  addition  to  those  opportuni¬ 
ties  which  the  area  concept  may  present  to  both  AAFES  and 
the  Navy  overseas,  there  are  additional  benefits  to  be 
gained  in  greater  emphasis  on  containerised  shipments. 


***From  Meat  Coast  terminals 
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3.  CONCLUSIONS /RECOMMENDATIONS  -  Physical  Distribution 

a.  There  ia  a  growing  realization  in  the  exchange 
aervicea  that  optimum  distribution  patterns  for 
merchandise  may  vary  from  commodity  to  commodity. 
LMI  concludes  that  the  exchanges  will  benefit  if 
detailed  cost  and  delivery  trade-offs  are  conduc¬ 
ted  on  a  commodity  basis. 

b.  An  area  distribution  concept,  to  include  some  of 
the  best  features  of  both  the  Navy  Exchange  Ser¬ 
vice  Center  and  the  AAFES  Area  Support  Centers, 
provides  the  best  environment  for  conducting 
commodity  distribution  evaluations  and  implement¬ 
ing  measurable  improvements.  Even  though  con¬ 
siderable  research  and  planning  is  required  to 
achieve  optimum  distribution  patterns,  the 
advantages  of  an  area  distribution  concept  include 
the  possibility  of  benefits  and  savings  through: 

(1)  Consolidated  procurements  and  shipments 
which  can  be  containerized  at  vendor  plants. 

(2)  Lower  freight  and  transportation  costs  due 
to  higher  volume  shipments. 

(3)  Reduction  in  the  number  of  out-of-stock 
instances  through  a  shared  central  warehouse. 

(4)  Possible  pooling  of  available  capital  in  an 
area  to  obtain  a  single  warehouse  with  mod¬ 
ern  materials  handling  equipment. 

(5)  Elimination  of  duplication  in  local  trans¬ 
portation  in  an  area. 
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c.  The  inadequacy  of  many  exchange  warehouses  has 
apparently  stifled  refinements  in  warehouse  and 
handling  operations  in  that  those  exchange  mana¬ 
gers  are  (1)  reluctant  to  invest  in  new  and 
mechanized  warehouse  equipment  and  building  modi¬ 
fications  if  the  probability  of  amortization  is  in 
question,  and  (2)  many  of  the  presently  assigned 
warehouses  are  of  such  design  and  construction  as 
to  make  modification  and  improvement  difficult  or 
even  impossible. 

d.  Increased  use  of  sea  van  and  CONEX  containers 
offers  substantial  advantages  to  the  overseas 
operations  by: 

(1)  Reducing  shipping  times 

(2)  Cutting  damage  losses 

(3)  Cutting  pilferage  losses 

(4)  Easier  handling  at  ports  and  warehouses 

(5)  Elimination  of  expensive  export  crating 

(6)  providing  temporary  warehouse  storage 
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G.  FINANCIAL  MANAGEMENT 

This  section  treats  financial  management  in  the  exchanges 
from  four  standpoints:  (1)  profitability  of  operations,  (2) 
capital  planning  and  funding,  (3)  accounting  practices,  and 
(4)  audit  practices. 

Electronic  data  processing,  although  an  integral  part  of 
some  financial  functions,  is  discussed  in  the  next  section 
(IV. H)  since  a  total  systems  EDP  approach  requires  that  we  also 
consider  applications  outside  the  specific  realm  of  financial 
management . 

1.  Profitability  of  Operations 

Table  1  in  Section  III  indicates  that  each  exchange 
service  produced  a  substantial  net  profit  in  the  last  fis 
cal  year  and  has  contributed  sizable  amounts  to  its  respec¬ 
tive  welfare  and  recreation  fund(s) .  It  will  be  shown 
later  that  the  portions  of  the  profit  contributed  to  these 
funds  offset  any  reasonable  estimate  of  appropriated  fund 
support  of  the  exchanges.  We  can  therefore  conclude  that 
the  exchange  operations  are  profitable  in  a  net  sense,  and 
are  fulfilling  that  portion  of  their  mission  which  calls 
for  contributions  to  recreation  and  welfare  activities. 

LMI  has  attempted  to  ascertain  if  the  operating  results 
indicated  in  Table  1  are  comparable  one  to  the  other.  If 
comparisons  were  possible  they  might  highlight  certain  areas 
of  improvement  available  to  all  exchange  services.  Table  8 
uses  direct  sales  as  a  base  in  each  case  and  records  total 
systems  profits  as  a  percentage  of  that  base.  The  Marine 
exchanges  show  a  7.6%  net  profit,  with  the  Navy  recording 
8.0%  and  AAFES  5.9%.  Each  profit  includes  income  from 
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concession  sales,  but  conceesion  sales  are  not  included  in 
the  direct  sales  base.  (Complete  profit  and  loss  state¬ 
ments  for  each  exchange  service  are  included  in  Appendix  F.) 

Several  variations  in  accounting  structure  became 
evident  which  prevented  any  realistic  comparison  of  profit 
percentages: 

a.  AAFES  has  a  high  percentage  of  concession  opera¬ 
tions  compared  to  the  other  two  exchange  services. 
Although  all  exchange  services  base  their  profit 
percentages  on  direct  sales  only,  the  variations 
in  concession  income  tend  to  lessen  the  compar¬ 
ability  of  net  earnings. 

b.  The  Navy  Ship's  Store  office  statement  includes 
Enlisted  Men's  Club  sales  ($34. 1M)  and  profit 

($5 . 2M)  since  these  clubs  are  a  department  of  the 
Navy  exchange  operation.  Such  clubs  are  not 
operated  by  either  AAFES  or  the  Marine  exchanges. 

c.  Military  salaries  and  fringe  benefits  are  not 
included  as  charges  against  sales  in  any  exchange 
service.  Their  totals  vary  widely  among  the 
exchange  services  and  thus  complicate  any  compari¬ 
sons  of  the  exchanges’  operating  statements.  (See 
Section  IV. K.) 

d.  Overseas  transportation  costs  are  also  not  included 
and  likewise  vary  from  service  to  service,  depend¬ 
ing  upon  the  percentage  and  location  of  overseas 
business. 

e.  Investments  in  overseas  inventories  and  pipelines 
affect  operating  statements  through  interest 
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charges.  For  example,  AAFES  interest  chargea  in 
FY  '68  were  $2.3  million,  mostly  due  to  borrowings 
to  maintain  the  Vietnam  inventories  and  pipelines. 
The  other  two  exchange  services  do  not  have  similar 
charges. 

f.  Appropriated  fund  support  of  exchanges  differs 
widely,  causing  varying  operating  charges  which 
appear  as  expenses  against  sales.  As  an  example, 
overseas  exchanges  have  utilities  furnished  at  no 
charge;  CONUS  exchanges  pay  for  their  utilities. 
Therefore,  a  high  percentage  of  overseas  business 
would  lessen  the  percentage  of  worldwide  utility 
costs  for  an  exchange  service. 

Probing  further  in  an  attempt  to  account  for  profit 
differences,  we  examined  retail  sales  in  CONUS  only. 

These  figures  appear  at  the  bottom  of  Table  8.  The  gross 
profits  (or  differences  between  retail  sales  and  cost  of 
goods  sold  -  depending  upon  the  differing  nomenclatures 
used)  run  quite  close  at  about  16%.  The  differences  are 
too  small  to  lead  to  any  conclusion.  At  this  point  it  was 
impractical  to  carry  the  analysis  of  CONUS  retail  perfor¬ 
mance  any  further  because  techniques  of  aggregating 
personnel  costs,  operating  expenses  and  overhead  costs 
varied  so  widely  that  results  were  meaningless  without  a 
detailed  audit. 

Likewise,  isolated  costs  factors  such  as  personnel 
costs  (AAFES  -  13.7%  Navy  -  14.8%,  and  Marines  -  13.2%) 
do  not,  in  our  opinion,  justify  a  conclusion  that  one 
service  operates  more  efficiently  than  the  others  since 
such  factors  may  be  offset  by  other  compensating  factors. 
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tMI  also  attempted  to  analyze  and  compare  the  operating 
statements  of  12  exchanges  in  the  Norfolk-Hampton  Roads 
area.  Again,  the  allocation  and  pro-ration  of  charges 
differed  so  greatly  that  meaningful  comparability  ended  at 
the  gross  profit  or  cost  of  goods  sold  level. 


AAFES  plans  and  projects  financial  requirements 
on  a  five  year  basis,  NSSO  on  a  three  year  basis,  and 
the  Marine  exchanges  individually  on  a  one  year  basis. 


Two  major  considerations  face  capital  planners 
in  the  exchange  services.  First,  they  must  retain 
enough  of  the  profits  generated  to  perpetuate  the 
exchanges  as  viable  service  operations.  Secondly,  they 
must  plan  for  the  assignment  of  profits  to  welfare  and 
recreation  funds.  Both  of  these  considerations  require 
a  recognition  of  the  degree  of  appropriated  fund  support 
which  is  rendered  to  the  exchanges. 


We  found  that  it  was  very  difficult  to  ascertain 
the  exact  amounts  of  appropriated  fund  support  extended 
to  the  exchanges.  However,  estimates  which  have  been 
provided  to  us,  and  which  we  have  aggregated  (see 
Tables  1  and  9)  indicate  that  exchange  welfare  contri¬ 
butions  may  equal  or  possibly  be  greater  than  the 
appropriated  fund  support  rendered  in  the  form  of 
military  salaries,  MSTS  transportation,  overseas 
utilities,  facilities,  and  maintenance.  Contributions 
in  FY  '68  totaled  approximately  $112.6  million,  and 
appropriated  fund  support  estimates  equal  $111.6  million. 
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b.  Borrowing  Practical 

In  peacetime  the  exchangee  have  not  had  a  need  to 
borrow  working  capital.  During  war,  however,  there 
have  been  severe  strains  on  exchange  working  capital 
availability.  During  World  War  II  the  Army  Exchange 
Service  experienced  a  rapid  expansion,  and  as  a  result, 
was  forced  to  borrow  funds  to  finance  the  buildup. 

They  secured  a  loan  of  $20M  from  the  Defense  Supplies 
Corporation,  a  subsidiary  of  the  Reconstruction 
Finance  Corporation. 

The  recent  buildup  in  Vietnam  has  produced  a 
similar  need.  The  long  pipelines  necessary  to  support 
Southeast  Asia  operations  caused  the  AAFES  Board  of 
Directors  to  face  the  problem  of  securing  more  working 
capital.  The  AAFES  Board  of  Directors  decided  that 
there  were  two  paths  open  by  which  to  alleviate  this 
situation.  The  first  was  to  delay  dividend  payments 
to  Army  and  Air  Force  recreation  and  welfare  funds, 
and  the  second  was  to  go  to  the  banks  for  commercial 
loans.  Both  methods  were  used  as  follows: 

(1)  The  Board  voted  to  reduce  payments  to  the 
welfare  fund  from  $56  million  {which  was  a 
five-year  average  previous  to  this)  to 
$48  million  for  Fiscal  Year  1966.  Payments 
were  increased  to  $56  million  in  FY  1967. 
However,  the  AAFES  Board  of  Directors  voted 
to  increase  their  welfare  contribution  to 
$7  5  million  in  FY  1968,  but  payment  of  this 
amount  was  spread  over  that  year  with  lesser 


payments  being  made  early  in  the  year  to 
reduce  the  cash  outflow  in  the  early  months 
of  that  year. 

(2)  AAFES  has  a  present  credit  limit  of  $65  mil¬ 
lion  with  commercial  banks.  Present  borrow¬ 
ings  are  stated  to  be  less  than  $20  million, 
all  of  which  is  expected  to  be  paid  by 
January,  1969.  At  one  point  borrowings 
reached  a  peak  of  $60  million. 

These  bank  loans  are  at  commercial  rates 
and  are  executed  over  the  signature  of  the 
Chief  of  AAFES  after  authorization  by  the 
AAFES  Board  of  Directors.  LMI  was  unable  to 
find  any  policy  precedent  covering  bank  loans 
to  the  exchanges. 

On  occasion  AAFES  has  also  borrowed  small  amounts 
of  money  from  the  Army-Air  Force  Motion  Picture  Service 
with  interest  charged. 

Up  to  the  present  time  it  has  not  been  necessary 
for  the  Navy  exchanges  to  go  to  commercial  banks  for 
additional  working  capital.  AAFES  took  over  Vietnam 
exchange  operations  early  in  the  buildup.  The  Navy 
had  used  stock  funds  to  finance  their  Vietnam  inventory 
pipeline  prior  to  turning  over  exchange  operations  to 
AAFES.  All  of  the  Navy  exchange  expansion  to  date  has 
been  financed  from  exchange  profits. 

All  exchange  services  have  taken  advantage  of 
"float"  in  order  to  make  maximum  use  of  their  available 
working  capital. 


109 


3.  Accounting  Practices 

The  exchange  services  all  have  comprehensive  but  dif¬ 
ferent  accounting  systems.  They  are  well  documented  and 
apparently  well  understood  at  all  levels.  Each  is  built 
upon  the  premise  of  providing  accounting  for  both  floclflan 
making  and  control  of  resources.  In  the  former,  we  encounter 
financial  plans  and  performance  evaluations  such  as  (1)  pro¬ 
fit  and  loss  statements,  (2)  open-to-buy  controls,  and  (3) 
discounts  earned.  Of  particular  interest  in  the  latter  are 
such  functions  as  (1)  control  of  cash  receipts  and  deposits. 
(2)  accounts  payable  and  receivable  controls,  and  (3)  gold 
flow  controls.  Appendix  E  shows  the  present  organizational 
level  at  which  financial  functions  for  all  three  exchange 
services  are  performed.  Several  of  these  functions  will  be 
summarized  below  to  highlight  certain  problem  areas. 

a.  Profit  and  t.obb  Accounting 

The  exchange  profit  and  loss  statements  are  com¬ 
parable  in  both  scope  and  detail  to  those  of  commercial 
concerns  in  similar  lines  of  business.  Difficulties 
in  making  comparisons  among  the  three  exchange 
services'  operating  statements  were  discussed  earlier 
in  this  section. 

Fiscal  year  dates  for  the  exchange  services  vary 

to  24  Jan  1968 
to  25  May  1968 
to  27  Jan  1969 

c  considerable  benefit 


as  follows: 

AAFES  FY'68  25  Jan  1967 

Navy  FY’68  26  May  1967 

Marines  FY'68  29  Jan  1968 

LMI  believes  that  there  would  be 


from  establishing  a  common  fiscal  year  for  all  exchange 
services.  A  principal  advantage  would  be  the  ability 
to  compare  operations  of  the  three  exchange  services 
covering  like  periods. 

Although  each  exchange  service  has  a  different 
accounting  system  and  formats,  profit  and  loss  state¬ 
ments  and  balance  sheets  follow  accepted  practices. 
Year-end  statements  and  balance  sheets  for  FY  1968  are 
included  in  Appendix  F.  As  instrumentalities  of  the 
Government,  the  exchanges  pay  no  state  or  local  taxes 
and  no  federal  income  taxes. 

Profit  and  loss  accountability  is  extended  down 
to  individual  exchanges  with  consolidations  made  at 
the  exchange  service  headquarters.  A  significant  fea¬ 
ture  of  this  profit  and  loss  responsibility  is  the 
timeliness  of  the  accounting.  Normally  there  is  a 
lapse  of  only  four  or  five  days  between  the  close  of 
the  monthly  accounting  periods  and  the  publication  of 
the  P&L  "flash"  statements.  These  are  produced  at  the 
local  level  and  give  the  local  manager  the  specifics 
of  his  operation  during  the  previous  month.  End-of- 
the-month  adjustments  are  introduced,  and  the  final 
P&L  is  then  produced  and  published. 

Probably  the  most  important  single  factor  in  the 
attainment  of  operational  goals  is  the  profit  and  loss 
responsibility  placed  upon  individual  store  and  service 
managers.  The  management  visibility  and  personal  mea¬ 
surement  thus  acquired  help  make  these  viable  operations. 
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b.  Qpcn-to-Buv  Controls 

The  computation  and  control  of  "open-to-buy“  is 
key  in  each  store's  operations.  To  compute  the  open- 
to-buy,  the  programmed  sales  for  a  month  are  added  to 
the  projected  inventory  at  the  end  of  the  month.  From 
that  subtotal,  the  estimated  inventory  at  the  begin¬ 
ning  of  the  me  nth  is  deducted.  Normally  the  open-to- 
buy  amount  is  programmed  several  months  in  advance  to 
take  into  account  the  purchasing  lead  times  involved. 

From  an  accounting  standpoint,  the  open-to-buy 
control  prevents  an  over-extension  of  working  capital 
and  helps  retail  and  procurement  managers  visualize 
their  current  inventory  status.  UU  observed  that 
this  control  was  well  utilized  in  exchange  operations. 

c.  Discount  Practices 

As  in  commercial  practice,  suppliers  allow  the 
exchanges  discounts  for  prompt  cash  payments.  Such 
allowances  vary  with  the  vendor,  but  normally  include 
such  terms  as  2-10-EOM  (2%  reduction  on  the  net  cost 
if  paid  in  10  days,  the  net  amount  if  paid  by  the  end 
of  the  following  month)  and  2-10  Net  30  { 2 %  reduction 
if  paid  in  10  days  and  net  if  paid  in  30  days) .  An¬ 
ticipation  (discount  taken  for  early  payment)  is  also 
allowed  by  some  suppliers.  It  is  the  practice  of  AAFES 
to  take  advantage  of  the  discounts;  the  amounts  are 
recorded  under  "other  income."  In  some  cases  the  dis¬ 
counts  are  taken  past  the  period  allowed  in  the  discount 
terms.  This  may  cause  supplier  dissatisfaction  at  times. 
This  is  evidently  a  common  practice  in  commercial  trade, 


but  the  need  for  absolute  fairness  in  a  government 
operation  suggests  that  this  practice  be  reviewed. 

The  Navy  and  Marine  exchanges  also  take  advantage 
of  discounts  allowed/  but  adhere  rather  strictly  to 
the  terms  of  such  discounts.  They  do  not  take  antici¬ 
pation  unless  specifically  allowed  in  the  terms  of  the 
invoice.  LMI  believes  that  a  single  policy  of  compliance 
with  discount  terms  is  desirable/  and  that  it  should 
reflect  present  Navy  and  Marine  practices. 

d.  Control  of  Cash  Receipts  and  BXPendjWrg?!  and 

Accounts  Payable  and  Receivable. 

As  in  the  case  of  most  well-run  commercial  enter¬ 
prises,  the  exchanges  exercise  controls  over  cash 
receipts  and  deposits,  accounts  payable,  fixed  assets, 
claims  against  vendors,  carriers,  etc. 

e.  Gold  flow  Considerations 

Control  of  international  balance-of-payments  in 
exchange  operations  is  a  many-sided  function.  It 
reaches  into  procurement,  retail  operations,  host 
country  agreements,  accounting  and  audit  procedures, 
and  a  number  of  other  activities.  LMI's  task  order' 
asked  for  specific  comment  on  balance-of-payments 
(gold  flow) . 

As  a  control  on  gold  flow,  there  is  a  ceiling  on 
the  sale  of  foreign  merchandise  in  exchanges.  This 
ceiling  is  stated  as  a  percentage  of  total  exchange 
sales  overseas.  DoD-wide  this  provides  that  foreign 
merchandise  may  make  up  25%  of  total  overseas  exchange 
sales.  The  Navy  has  elected  to  allocate  its 
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authorization  among  its  foreign  exchanges  on  a  variable 
basis.  In  Naples,  for  example,  the  limit  has  been  set 
at  14%  and  in  Yokosuka  35%.  However,  the  total  Navy 
percentage  is  within  the  prescribed  limit.  The  AAFES 
overseas  exchanges  all  have  a  25%  limit. 

This  DoD-wide  limitation  is  not  as  effective  as  it 
might  appear.  An  earlier  study1  pointed  out  that  there 
are  some  items  of  foreign  merchandise  which  will  be 
purchased  by  overseas  personnel  whether  the  items  are 
stocked  in  the  exchange  or  not.  These  are  such  things 
as  china,  glassware,  leather  goods  and  wood  carvings 
in  Europe,  and  cameras,  pearls  and  electronic  equip¬ 
ment  (hi-fi  and  tape  recorders)  in  the  Far  East.  These 
are  not  items  of  impulse  buying,  but  rather  are  sought 
after  as  items  to  be  returned  to  the  U.S.  after  a  duty 
tour.  If  an  item  is  not  available  on  the  exchange,  the 
serviceman  normally  purchases  it  in  the  local  economy. 

Under  current  policy,  foreign  merchandise  in  off¬ 
shore  exchanges  must  be  priced  the  same  as  similar  items 
in  the  local  foreign  market.  The  exchanges  are  re¬ 
quired  to  make  up  the  price  of  a  foreign  procured 
item  to  equal  the  selling  price  of  that  item  in  the 
local  economy.  The  purpose  of  this  equal  pricing  is 
to  entice  the  consumer  to  buy  U.S.  manufactured  goods 
in  lieu  of  foreign  merchandise.  The  exchanges,  how¬ 
ever,  believe,  and  the  study  mentioned  above  indicates, 
that  the  consumer's  desire  for  foreign  merchandise  is 

Report  of  Study  by  Mr.  Fred  C.  Hecht,  Vice  President 
Sears,  Roebuck  and  Co.,  March,  1967. 


114 


not  lessened  by  thla  aqual  pricing.  Tha  conauraar, 
therefor a,  goa*  to  tha  local  economy  to  buy  foreign 
merchandise. 

There  are  aeveral  reaaona  why  the  conaumar  will 
purchaae  in  tha  local  economy s 

(1)  Foreign  local  store*  can  carry  a  large- 
selection  than  ia  allowed  in  exchangee. 

(2)  Foreign  local  atoree  often  offer  credit 
terms  to  military  customers. 

(3)  Some  customers  have  reported  to  the  ex¬ 
changes  that  the  foreign  local  store  gives 
better  service  on  foreign  merchandise  than 
the  exchange. 

There  are  two  problems  involved  in  these  local 
purchases. 

(1)  If  a  Japanese-made  radio  is  priced  at 
$20  in  both  the  exchanges  and  the  local 
economy,  then  the  amount  of  gold  outflow 
lost  to  the  United  States  if  the  customer 
buys  in  the  local  economy  is  equal  to  the 
exchange’s  markup  (approximately  $3). 

(2)  In  local  purchases,  the  customer  cannot 
always  be  sure  that  the  merchandise  is 
of  good  quality  and  can  be  serviced  in 
the  United  States. 

It  is  believed  that  customers  can  be  encouraged  to 
buy  in  the  exchanges,  and  the  gold  flew  decreased  by  the 
amount  of  the  local  markup,  by  permitting  exchanges 
to' stock  a  selection  of  this  merchandise  adequate  to 
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m*et  the  cuatom®r®'  danand®  and  sail  at  a  priea  which 
will  attract  tha  customer*  to  the  exchanges. 

As  a  general  rule,  1*1  believes  that  all  exchanges 
of  the  same  size  in  the  same  local  area  should  have 
similar  stock  structures  and  should  sell  at  the  same 
prices.  For  foreign  merchandise,  however,  it  may  be 
desirable  to  provide  a  more  complete  range  of  high 
quality,  high  demand  items  at  a  few  reasonably  acces¬ 
sible  stores.  An  example  of  the  successful  applica¬ 
tion  of  this  concept  is  the  Navy  Exchange  in  Yokosuka, 
Japan.  The  presence  of  fleet  personnel  in  Yokosuka 
caused  the  Navy  to  allow  a  higher  percentage  of  foreign 
merchandise  in  the  Yokosuka  exchange  than  in  the 
Yokohama  exchange  which  is  located  in  a  base  primarily 
used  for  family  housing  in  the  same  area.  The  in¬ 
creased  allowance  at  Yokosuka  justified  a  better 
stock  selection,  and  as  a  result,  more  sales  were  made 
in  the  exchange  and  less  in  the  local  economy. 

Concession  sales  in  exchanges  and  clubs  are  not 
counted  as  gold  flow  sales.  Conversion  of  these  to 
direct  sales  would  provide  better  gold  flow  control 
and  a  saving  of  a  part  of  the  markup. 

The  exchange  services  are  doing  about  all  that 
can  reasonably  be  done  to  limit  the  outflow  of  U.  S. 
dollars  in  exchange  operations.  The  changes  suggested 
above  are  not  within  the  control  of  the  exchange  ser¬ 
vices. 

Comments  on  gold  flow  problems  of  unit's  clubs,  mes¬ 
ses,  and  welfare  and  recreation  activities  are  in 
Section  VI. 
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4.  Audit  Practical 

The  Armed  Services  Exchange  Regulations  are  very  clear 
on  audit  policy.  They  state  thati 

4-201  -  External  Audits.  Each  Service  shall  require 
audits  of  its  exchange  system  by  a  certified  public 
accounting  firm  or  firms.  These  audits  shall  include 
the  central  offices  (if  maintained)  and  such  regional 
organizations  and  individual  exchanges  as  may  be  neces¬ 
sary  to  obtain  properly  certified  statements  as  to  the 
financial  condition  of  the  exchanges  under  the  cogni¬ 
zance  of  each  Service. 

4=202.-  Internal  Audits  and  Inspections.  Each  service 
shall  determine  and  require  such  internal  audits 
and  inspections  as  it  may  consider  necessary  or  * 
desirable . 

LMI  found  that  the  three  exchanges  were  in  compliance 
with  these  policies.  Specific  comments  follow. 

a.  AAFES 

AAFES  has  contracted  with  an  outside  CPA  firm  for 
annual  audits,  using  ASPR  type  procedures  in  the  soli¬ 
citation  and  negotiation.  The  present  auditors  are 
Peat,  Marwick,  Mitchell  and  Company,  who  have  a  one- 
year  contract  with  AAFES  with  an  option  by  AAFES  to 
renew  it  up  to  five  years.  They  were  awarded  this 
contract  after  competitive  negotiation  with  several 
large  accounting  firms.  A  principal  criterion  used 
to  select  the  candidates  was  that  they  must  have  a 
worldwide  audit  capability.  Their  report  is  submitted 
annually  to  the  AAFES  Board  of  Directors. 

AAFES  has  an  internal  audit  section  at  the  head¬ 
quarters  in  Dallas  with  additional  staff  audit  sections 
at  EES  and  PACEX  headquarters.  Internal  audits  are 
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made  of  all  exchangee  and  Area  8upport  Center*  in 
CONUS  on  a  biannual  baaia  plua  annual  audita  of  PACEX, 

EES,  and  Alaaka  exchange  headquarter*.  Internal  audit 
ataffa  from  EES,  PACEX  and  Alaaka  exchange  headquarter* 
perform  audita  on  individual  exchange*,  area*,  and  region* 
overseas.  LMX  made  no  attempt  to  atudy  theae  internal 
audit  practices  in  depth. 

There  are  also  regular  inspections  by  the  Army 
and  Air  Force  Inspector  Generals  (IG) .  In  addition 
the  OSD  audit  group  has  made  several  special  audits  on 
Vietnam  problems  and  a  recent  one  on  brand  name  mer¬ 
chandise  problems  in  CONUS. 

b.  Navv  Exchanges 

The  Navy  has  contracted  with  S.  D.  Liedesdorf  and 
Company  to  conduct  annual  audits.  Liedesdorf  conducts 
an  annual  audit  of  NSSO  headquarters  and  covers  all 
Navy  exchanges  in  a  three-year  cycle.  The  NSSO  Advisory 
Committee  has  raised  the  question  of  the  advisability 
or  desirability  of  NSSO  staying  with  one  audit  firm 
year  after  year,  as  has  been  the  practice. 

Within  NSSO  there  is  an  internal  review  group  which 
has  the  responsibility  to  conduct  in-depth  financial 
audits  of  selected  exchanges.  LMI  made  no  attempt  to 
study  the  internal  procedures  of  this  group  in  depth. 

As  in  the  case  of  other  exchange  services,  there 
are  regular  inspections  of  Navy  exchange  operations  by 
the  Navy  Inspector  General  (IG) .  The  Navy  IG  uses  NSSO 
military  and  civilian  employees  in  the  conduct  of  these 
inspections . 


c.  Marina  Coma  Exchange  Servici 

The  Marine  Corps  Exchange  Service  approach  to 
audit  is  quite  similar  to  AAFES  and  the  Navy.  They 
have  contracted  with  C.  W.  Amos  and  Company  of  Balti¬ 
more  who  conduct  annual  audits  of  Marine  Corps  exchanges. 

As  in  the  case  of  the  other  services,  there  are 
Marine  Corps  IG  inspections  on  a  regular  basis. 

The  central  staff  in  Washington  has  a  newly  formed 
internal  audit  group  which  conducts  additional  audits 
when  directed  by  the  Director  of  the  Marine  Corps 
Exchange  Service. 

CONCLUSIONS/RECOMMENDATIONS  -  Financial  Manaqem«vfc 

a.  An  aggregation  of  estimated  appropriated  fund  sup¬ 
port  costs  indicates  that  appropriated  fund  support 
of  exchanges  approximately  equals  exchange  contri¬ 
butions  to  recreation  and  welfare  activities. 

b.  All  three  exchange  services  are  operating  pro¬ 
fitably,  even  considering  what  appear  to  be 
reasonable  estimates  of  appropriated  fund  ipport. 
They  are  fulfilling  that  portion  of  their  missions 
calling  for  support  of  recreation  and  welfare 
activities . 

Ci  it  is  virtually  impossible  to  make  an  assessment 
of  the  operating  efficiency  of  one  exchange  ser¬ 
vice  vs.  another  without  a  detailed  audit  or 
change  in  accounting  systems. 

d.  If  comparability  of  exchange  service  performance 
is  desired  at  the  military  department  or  OSD 
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level,  conaietent  accounting  policies  and  identical 
accounting  formats  will  be  required. 

e.  The  exchanges  are  generally  doing  everything 
possible  to  live  within  both  the  letter  and  spirit 
of  gold  flow  directives  and  regulations.  Specific 
gold  flow  policy  dictating  the  pricing  of  foreign 
merchandise  in  an  overseas  exchange  needs  to  be 
re-evaluated  on  a  country  by  country  basis.. 

f.  Consideration  should  be  given  to  the  possibility 
of  making  arrangements  for  advances  or  loans  by 
the  U.S.  Treasury  to  provide  working  capital  to 
finance  inventory  pipelines  during  the  early 
stages  of  a  military  emergency. 


H.  ELECTRONIC  DATA  PROCESSING  (EPP) 

This  section  briefly  describee  the  EDP  applications  in 
each  of  the  exchange  services  and  attempts  to  evaluate  the 
contribution  of  EDP  to  the  various  exchange  functions. 

EDP  equipment  is  expensive,  be  it  leased  or  purchased,  and 
those  costs  must  eventually  be  charged  against  sales  as  an 
operating  expense.  LMI  has  attempted  here  to  weigh  any  advan¬ 
tages  accruing  from  EDP  applications  against  those  EDP  oper¬ 
ating  charges  to  determine  whether  the  military  consumer  bene¬ 
fits.  This  benefit  might  take  several  format  (1)  increased  ex¬ 
change  profits  with  resultant  greater  welfare  and  recreation 
contributions;  (2)  reduced  operating  costs  which  would  allow 
lower  retail  and  service  consumer  pricing;  and  (3)  an  increase 
in  the  quality  of  exchange  service  and  responsiveness  exempli¬ 
fied  by  better  in-stock  positions,  wider  choice  of  merchandise, 
and  others. 

1 .  AAFES  EDP  Applications 

AAFES  introduced  its  first  computer  in  Europe  in 
1961  and  in  CONUS  in  1963  with  applications  in  procure¬ 
ment  and  logistics  support.  Various  evolutionary  steps 
took  place  up  to  1966  when  the  advent  of  the  ASC's  called 
for  a  new  systems  approach. 

Present  planning  has  called  for  third-generation  com¬ 
puters  in  each  ASC  plus  several  in  the  Dallas  headquarters 
to  handle  centralized  functions.  In  worldwide  operations, 
modern  third-generation  equipment  has  been  installed  or 
is  scheduled  for  installation.  Applications  cover  many 
exchange  functions.  Fiscal  functions,  inventory  manage¬ 
ment,  main  and  branch  store  automated  requirements  lists, 
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and  procurement ,  including  purchaaa  ordar  praparation  at 
buying  clinica,  ara  but  a  few.  Dallaa  i»  programing 
facilitiea  summaries  and  ia  developing  quality  aaauranca 
data  sumariea  and  auppliar  quality  experience  filaa. 

Programing  and  systems  development  reaponaibilitiea 
ara  centralized  at  AAFES  headquartere . 

Moat  of  the  AAFES  equipment  ia  laaaad.  AAFES  reporta 
that  annual  laaaing  coata  run  about  $3.5  million  with 
$2.4  million  applicable  to  CONUS  and  the  remainder  over- 
seas.  (See  later  diacuaaion  in  Section  IV. H. 4  regarding 
lease  vs.  buy.) 

The  EDP  applications  are  far  from  problem  free.  Pro¬ 
gramming  difficulties  exist  plus  the  task  of  evaluating 
whether  ASC's  can  now  share  computers  or  whether  each  ASC 
should  have  one  of  its  own. 

Certain  data  exist  which  tend  to  substantiate  the 
investment  of  time  and  money  in  computers  operating  under 
the  area  concept.  About  two  years  ago  AAFES  conducted  a 
survey  of  the  automated  operation  at  Fort  Dix/McGuire  AFB 
(this  was  one  of  the  first  Area  Support  Centers)  and  com¬ 
pared  it  with  the  non-automated  operations  in  the  Military 
District  of  Washington.  The  market  environments  are  quite 
similar.  Two  thousand  and  six  items  were  selected  for 
comparison  of  prices  to  the  customer  which  resulted  in 
the  following: 

Of  the  2,006  items  analyzed,  1,750  items  were 
priced  the  same  in  each  area.  Of  the  remain¬ 
ing  256  items,  240  items  from  Fort  Dix/McGuire 
AFB  (automated  operation)  had  lower  prices, 
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whil«  only  16  items  from  tha  Military  District 
of  Washington  (manual  oparation)  showed  a 
price  advantage. 

This  is  admittedly  a  relatively  small  sampling  and  re¬ 
flects  only  two  localities.  However,  it  was  taken  before 
the  Mid-Atlantic  ASC  (Port  Dix/McGuire  APB)  was  fully 
refined  in  its  operation.  It  is  possible  that  even 
greater  differences  might  be  evident  if  the  survey  could 
be  conducted  today.  (The  Military  District  of  Washington 
is  now  also  automated  which  prohibits  such  a  comparison.) 

In  Europe  the  procedures  for  open-to-buy  controls 
have  been  automated.  According  to  EES  this  has  produced 
a  net  savings  of  $25,000  per  year  through  a  50*  reduction 
in  personnel  performing  that  function. 

In  the  latest  fall-winter  clothing  clinic  in  Dallas 
AAFES  exchanges  purchased  some  $25  million  worth  of 
clothing.  This  required  the  preparation  of  65,000  pur¬ 
chase  orders  for  160,000  line  items.  If  done  manually, 
AAFES  estimates  these  transactions  would  have  consumed 
over  10,000  man-hours  and  it  would  have  been  impossible 
to  get  the  orders  out  in  time  to  meet  overseas  exchange 
shipping  dates.  Use  of  EDP  allowed  machine  preparation 
of  all  of  these  orders  in  36  hours  with  an  investment  of 
2,500  hours  of  key-punch  time.  Total  net  savings  for  the 
effort,  computed  by  AAFES,  are  approximated  at  $50,000. 

LMI  has  observed  a  changing  posture  in  AAFES '  use  of 
EDP.  The  shift  in  the  number  of  ASC's  and  changes  in  EDP 
applications  in  accounting,  inventory  control,  personnel 
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etc.,  all  Indicate  that  full  refinement  haa  not  been 
achieved.  We  believe,  however,  that  major  benefite  can 
be  realized,  eome  of  which  ares 

(1)  At  the  store  level,  clerks  do  not  have  to 
prepare  merchandise  transfer  vouchers. 

They  take  physical  stock  counts  only. 

(2)  Stock  counts  can  be  made  once  a  month 
instead  of. 2-3  times  per  week  under  the 
manual  system. 

(3)  Reports  and  statistics  on  alow-moving 
items,  out-of-stock  instances,  etc.,  are 
available  to  store  management  on  a 
timely  basis. 

(4)  Built-in  sales  forecasting  is  possible. 

2 .  Navy  Exchange  EDP  Applications 

The  Navy  exchanges  have  proceeded  more  cautiously 
into  EDP  applications.  NSSO  headquarters  has  a  computer 
system  in  Brooklyn  for  central  accounting  and  has  used 
it  successfully  for  many  years.  This  system  is  used  tc 
prepare  accounting  statements  for  ail  Navy  exchanges, 
statements  for  Navy  BuPers  recreation  and  welfare  fund 
account,  all  CONUS  exchange  payroll,  and  several  other 
applications . 

The  Navy  exchange  at  Subic  Bay,  Republic  of  the 
Philippines,  is  also  taking  advantage  of  computer  appli¬ 
cations.  They  are  utilizing  the  computer  at  the  Naval 
Supply  Depot,  Subic  Bay,  to  pay  2,000  local  national 
employees  of  the  exchange. 
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The  establishment  of  the  Navy  Bxchanga  Sarvica  Cantar 
at  San  Diago  will  centralize  many  functions  in  that  araa 
which  hava  been  accompliahad  heretofore  at  the  local 
level.  The  Navy  reporca  that,  "Centralizing  of  functions 
makes  it  feasible  to  mechanize  many  procedures  that  are 
accomplished  manually  at  the  present  time."  NSSO  esti¬ 
mates  that  the  NESC  EDP  program  will  generate  costs 
approximated  as  follows  t 

Capital  investment  in  EDP  facilities 

(a  one-time  coat)  $  140,000 


Annual  machine  rental  coats  75,000/year 

Annual  EDP  operating  personnel  costs  60.000/year 
Total  Annual  Operating  Costs  $  135,000/year 

The  return  on  this  capital  investment  and  these 
operating  costs  can  best  be  described  by  recording  the 
Navy's  projection  for  a  single  function.  They  report 
that  the  machine  preparation  of  merchandise  transfers 
will  allow  a  reduction  of  61  people  with  a  net  annual 
savings  of  $198,000  on  this  function  alone. 

3.  Marine  Exchange  EDP  Applications 

As  a  highly  decentralized  exchange  operation,  the 
Marines  have  proceeded  slowly  into  EDP  applications,  and 
applications  have  been  on  an  individual  exchange  basis. 

The  Marines  started  with  one  computer  at  Camp 
Pendleton  and  have  decided  to  fully  implement  that  base's 
EDP  operation  before  installation  of  computers  at  other 
bases.  This  EDP  application  has  worked  successfully 
according  to  both  the  Marine  exchange  headquarters  in 
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Washington  and  Camp  Pendleton.  The  Marines  plan  to  create 
three  computer  centers  in  CONUS,  the  Camp  Pendleton  unit 
being  the  first.  At  present  they  are  programming  fiscal 
data  applicable  to  all  West  Coast  exchanges  which  will  be 
processed  there.  This  computer  must  be  upgraded  for  these 
expanded  operations,  and  it  may  be  several  years  before 
the  system  is  fully  refined.  When  the  Camp  Pendleton 
Center  is  fully  operational,  other  exchanges  such  as  Camp 
Lejeune  and  those  around  Washington,  0.  0.  will  be  given 
EDP  equipment  and  capabilities. 

From  a  cost  standpoint  the  Marines  report  that  over¬ 
head  has  increased  $512  per  month  at  Cano  Pendleton  aa  a 
result  of  EDP  costs.  However,  actual  merchandise  inven¬ 
tories  have  been  reduced  14.4$$  due  almost  completely  to 
the  machine's  capabilities.  Sales  have  increased  19. 89$ 
since  the  implementation.  They  credit  most  of  this  to 
the  EDP  application,  through  better  in-stock  positions, 
rapid  order  processing,  more  responsive  warehouse  opera¬ 
tions,  and  greater  visibility  of  departmental  operations 
by  the  store  manager.  This  $512  increased  cost  compared 
to  a  14.49$  reduction  in  inventories  (which  average  approx¬ 
imately  $2.5  million)  and  a  19.59$  increase  in  annual  sales 
indicates  sizable  savings  even  on  a  conservative  basis. 

4.  Acquisition  of  EDP  Equipment 

At  the  present  time  the  exchanges  have  leased  most 
of  their  EDP  equipment,  but  have  bought  it  in  some  cases. 
DoD  Directive  4105.55,  dated  28  September  1963,  clearly 
states  the  criteria  for  purchase  vs.  lease  within  the  DoD. 
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Wa  suggest  the  application  of  the  criteria  contained  in 
thia  directive  by  each  exchange  aervice  in  future  EDP 
capital  inveatment  planning. 

5.  CONCLUSIONS/RECOMMENDATIONS  -  Electronic  Data 

Proceaaing  ~ 

a.  Present  EDP  applications  in  the  three  exchange 
services  have  proved  the  value  of  machine 
methods  in  many  exchange  functions  at  the 
headquarters  level,  the  area  or  regional 
level,  and  at  the  local  level. 

b.  Although  commonality  of  EDP  systems  is  not  a 
necessary  requirement,  LMI  believes  that  all 
exchange  services  would  benefit  from  closer 
coordination  and  interexchange  of  EDP  concepts, 
programs,  and  operating  procedures. 

c.  It  is  recommended  that  each  exchange  service 
follow  the  provisions  of  DoD  Directive  4105.55 
in  future  EDP  capital  planning. 
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I .  FACILITIES  AND  ENGINEERING 

For  the  purposes  of  our  discussion  the  tern  facilitiee  will 
include  the  actual  space  and  equipment  that  an  exchange  occupies 
and  uses.  The  engineering  function  refers  to  the  support  role  of 
designing  the  facilities  and  their  interiors.  In  this  section  we 
discuss  (1)  facilities  funding  practices  and  problems,  and  (2) 
facilities  requirements  and  needs. 

1.  Facilities  Funding  Practices  and  Problems 

a.  Methods  of  Funding 

Exchange  facilities  may  be  funded  from  either 
appropriated  funds  coming  out  of  the  military  con¬ 
struction  appropriation  or  from  non-appropriated  funds 
generated  as  profit  from  exchange  operations.  The 
process  of  obtaining  these  funds  may  be  briefly  sum¬ 
marized  as  follows: 

(1)  Appropriated  Funds  for  Facilities 

Requirements  generated  by  an  exchange 
service  are  forwarded  through  a  military 
department  and  are  submitted  to  OSD  in  August 
or  early  September.  The  MILCON  budget  is  devel¬ 
oped  and  screened  by  OASD(I&L)  and  submitted  to 
the  Burtau  of  the  Budget  usually  in  December. 

It  is  approved  or  modified  within  a  few  weeks  and 
goes  forward  to  the  Congress  in  January.  Con¬ 
gressional  screening  and  evaluation  continues 
until  appropriations  are  passed  and  made  available 
between  August  and  October.  This  process  takes 
approximately  one  year. 

Annual  amounts  of  appropriated  fund  support 
of  exchange  facilities  were  very  difficult,  and 
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even  impossible  In  some  cases,  to  obtain.  In  many 
inatancaa  exchange  conatruction  coata  war#  included 
with  othar  raquiramanta ,  aa  in  an  Army  barracks 
complex,  for  example,  thereby  making  viaibility 
of  the  exchange  portion  impoaaible  without  a  de¬ 
tailed  audit.  Navy  figurea  were  prepared,  however, 
and  ahow: 


TABLE  10 


Any  facilities  planned  under  non-appropriated 
fund  allocations  need  not  go  forward  for  OASO 
(Installations  and  Logistics)  project  approval  if 
they  meet  the  space  criteria  specified  under  DoD 
Instruction  4270.25,  dated  16  August  1962.  If  a 
facility  request  does  not  meet  the  criteria,  a 
waiver  must  be  approved  by  OASD  (Installations 
and  Logistics).  Most  requirements  submitted  to¬ 
day  call  for  greater  space  than  the  criteria  allow, 
so  an  evaluation  at  the  OSD  level  is  often  in 
order.  OASD  (Manpower  and  Reserve  Affairs)  and 
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OASD  (Comptroller)  are  involved  before  final  ap¬ 
proval  of  non-appropriated  fund  project*  can  be 
obtained.  Flow  times  for  processing  non-appropriated 
funded  projects  can  vary  from  a  few  months  to  over 
a  year. 

Non-appropriated  fund  expenditures  for  ex¬ 
change  capital  improvements  appear  in  Table  11. 

These  amounted  to  over  $40  million  in  capitalized 
expenditures  in  FY'68  for  the  three  exchange  ser¬ 
vices.  In  the  case  of  the  Navy,  where  a  compari¬ 
son  with  appropriated  fund  support  for  facilities 
can  be  made,  they  expended  about  four  times  as 
much  in  non-appropriated  capital  expenditures  as 
they  received  in  appropriated  MILCON  funds  during 
FY  1968. 

b-  Priorities  Assigned 

Priorities  assigned  to  exchange  facilities  pro¬ 
jects  deserve  mention  here.  In  the  past  few  years  the 
apprepriated  fund  MILCON  budget  has  been  very  tight, 
often  resulting  in  disapproval  of  morale-type  con¬ 
struction  in  favor  of  facilities  supporting  operational 
weapons,  etc.  This  is  not  surprising,  and  we  do  not 
construe  it  as  indicating  a  lack  of  interest  in  ex¬ 
change  or  morale-type  activities.  Even  though  many 
exchange  facilities  are  operating  in  less  than  desirable 
buildings,  so  are  many  military  hospitals,  schools, 
laundries,  and  other  essential  activities.  OASD  (I&L) 
has  suggested  that  the  three  exchange  services  might 
fare  better  in  the  long  term  if  they  planned  and  con¬ 
solidated  all  exchange  facilities  requirements  in  a 
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conrton  five-year  exchange  facilitiea  plan  and  budget 
proposal .  This  would  give  the  MILCON  staff  at  OASD 
(I&L)  some  flexibility  in  developing  and  submitting 
realistic  exchange  requirements  in  the  annual  MILCON 
budget . 

c.  consideration  of  Military  Base  Closures 

Capital  construction  or  improvement  planning 
must  recognize  the  longevity  of  military  baeea.  A 
base  scheduled  for  de-activation  in  a  year  or  two  is 
certainly  no  candidate  for  a  new  exchange.  LMI  be¬ 
lieves  that  it  is  desirable  for  the  exchange  services 
to  check  with  OASD  (I&L)  as  to  the  base  longevity  on 
all  projects  over  $50,000  to  reduce  the  possibility 
of  an  exchange  capital  investment  on  a  base  which  is 
likely  to  be  de-activated  in  a  few  months  or  years. 


d. 


The  present  space  criteria  used  to  approve  faci¬ 
lities  construction  projects  are  a  subject  of  some  con¬ 
cern  to  all  exchange  services.  Simply  stated,  these 
criteria  for  the  most  part  authorize  space  allowances 
on  the  basis  of  assigned  active  duty  military  strength 
at  an  installation.  While  this  is  often  satisfactory 
for  troop  outlets,  e.g.,  branch  exchanges  selling  only 
to  uniformed  personnel,  and  some  food  and  personal  serv¬ 
ice  facilities,  it  normally  does  not  recognize  the 
needs  of  main  exchange  retail  outlets  and  warehouses. 
Increasing  numbers  of  retired  personnel  and  dependents 
shop  at  exchanges,  but  this  increase  in  patrons  is 
generally  not  fully  reflected  in  the  present  criteria. 
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In  commercial  retail  outlets,  apace  requirements  are 
baaed  to  a  great  extent  on  aalea  experience.  Mili¬ 
tary  commissaries  also  use  sales  experience  as  a 
measure  in  many  cases,  and  it  might  also  provide  a 
basis  for  more  realistic  criteria  in  the  exchanges. 

Overseas  exchanges  usually  require  even  more 
apace  than  CONUS  retail  outlets  and  warehouses.  They 
carry  many  additional  bulky  items  such  as  refrigera¬ 
tors,  washers,  and  dryers  that  are  not  allowed  in 
stateside  stores.  Furthermore,  shipments  are  received 
at  greater  intervals  which  requires  that  greater  storage 
facilities  be  able  to  handle  peak  loads  when  ships 
unload.  This  plus  the  addition  of  foreign  merchandise 
allowed  in  overseas  exchanges  calls  for  different  space 
criteria  than  are  suitable  for  CONUS  exchanges. 

The  exchange  services  have  all  voiced  approval 
of  a  study  entitled  "Space  Criteria  for  Exchange 
Facilities,"  dated  15  December  1967,  which  was  made 
by  AAFES  and  which  has  been  forwarded  to  OASD  (I&L) . 

This  outlines  the  problem  clearly  and  suggests  changes 
in  various  DoD  directives  and  instructions.  OASD  (I&L) 
is  aware  of  the  problem  and  has  already  taken  Borne 
steps  to  alleviate  the  situation. 

2 .  Facilities  Requirements  and  Needs 

The  need  for  more  and  better  warehouse  facilities  was 
highlighted  in  Section  IV.F.  on  physical  distribution.  A 
similar  need  for  improvement  in  retail  facilities  is  dis¬ 
cussed  in  Section  IV. J.  covering  retail  operations. 
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3.  Facilities  Layout  and  Design 

AAFES  haa  centralized  facilitiee  layout  and  deaign 
functions  at  AAFES  headquarters  in  Dallas  with  additional 
capabilities  at  EES  and  PACEX  headquarters.  The  Navy  ex¬ 
changes  likewise  have  centralized  this  function  at  NSSO 
headquarters  and  rely  on  the  Navy  Facilities  Engineering 
Command  for  local  engineering  support.  The  Marines  perform 
this  function  almost  wholly  at  the  local  level. 

LMi  sees  an  opportunity  to  effect  some  savings  through 
common  facilities  layout  and  design  standards.  Grocery,  dis¬ 
count,  and  department  store  chains  normally  have  standard 
store  designs  which  simplify  the  engineering  function. 

Similar  standard  designs  would  make  project  approvals  less 
complicated  in  the  case  of  exchanges. 

4.  CONCLUSIONS/RECOMMENDATIONS  -  Facilities  and  Engineering 

a.  The  exchanges  should  jointly  prepare  a  five-year 
consolidated  facilities  plan  from  which  annual 
budget  proposals  could  be  prepared. 

b.  There  is  a  need  to  revise  the  exchange  space  cri¬ 
teria  to  more  accurately  reflect  the  customer 
strength  patronizing  the  exchanges.  These  criteria 
should  likewise  recognize  the  effect  of  customer 
strength  and  sales  upon  warehouse  requirements. 

c.  The  exchange  services  would  benefit  if  they  had 
common  store  layout  and  design  standards. 


RETAIL.  FOOD.  SERVICES.  AND  CONCESSION  OPERATIONS 

Retail,  food,  services,  and  concession  operations  are  the 
major  customer  contact  functions  in  all  three  exchange  services 
Exchange  sales  for  FY  '67  were  divided  as  follows: 

TABLE  12 


BREAKDOWN  OF  EXCHANGE  SALES  BY  CATEGORY 


SALES  CATEGORY 

AAFES 

NAVY 

MARINES 

Retail 

14% 

60.3% 

67.8% 

Food 

10 % 

12.4% 

16.8% 

Services 

5% 

27.3% 

15.4% 

Concessions 

11% 

(Not  included 
in  Sales) 

(Not  included 
in  Sales) 

TOTAL 

100% 

100% 

100% 

1.  Retail  Operations 

Retail  operations  in  all  exchange  services  operate  on 
markups  averaging  15-19%.  Some  necessity  items  have  a 
markup  as  low  as  5%  while  luxury  or  special  items  carry  a 
25%  markup.  Sales  categories  among  the  exchanges  are  not 
exactly  comparable  due  to  differing  departmental  coding 
systems  in  their  stores,  but  the  largest  dollar  volume 
categories  are  tobacco  products,  leverages,  clothing,  house 
wares,  and  sundries.  Retail  functions  are  often  crowded 
into  limited  space,  with  a  resultant  high  ratio  of  retail 
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sales  per  aguare  foot  of  selling  apace.  Dopartment  and 
diacount  atorea  operate  at  $80  to  $90  retail  sales  per  year 
per  aguare  foot,  while  exchanges  range  from  $170  to  $300 
per  square  foot  for  a  like  period. 

The  effectiveness  and  profitability  of  retail  opera¬ 
tions  is  highly  dependent  upon  other  support  functions,  par¬ 
ticularly  procurement,  although  store  operations  need  not 
be  organized  in  the  same  manner  as  these  support  functions. 
One  major  retailer  in  the  United  States,  for  example,  has  a 
highly  centralized  procurement  organization,  but  decentra¬ 
lizes  store  operations  to  allow  autonomy  and  response  to 
local  marketing  environments. 

The  three  exchange  services  are  quite  similar  in  many 
respects  regarding  store  operations.  All  are  making  the 
most  of  facilities  assigned  to  them,-  many  of  these  build¬ 
ings  date  back  to  World  War  II  or  before. 

All  exchange  business  is  done  on  a  cash  basis  at  the 
present  time  whereas  their  commercial  counterparts  often 
do  half  or  more  of  their  business  on  a  credit  basis. 

Markdowns  (reductions  in  price  to  move  excess  or  slow 
moving  merchandise)  are  normally  very  low  (AAFES  1.82%, 

Navy  1.04%,  Marines  0.2%  for  FY  '67)  when  compared  with 
average  discount  houses  (3.5%)  and  department  stores  (6.1%). 

Each  exchange  service  has  a  store  size  category  system 
applied  to  retail  operations,  although  the  categories  differ 
among  them.  Main  stores  (large  stores)  may  carry  from 
20,000  to  30,000  items,  whereas  "site"  or  "location" 
exchange  outlets  may  be  limited  to  1,000  items  or  less. 

The  Marines  also  have  a  "combat  environment"  list  which 
includes  from  60  to  150  items,  14  of  which  are  essential. 
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These  differing  stock  structures,  allowable  under  various 
store  size  categories,  present  a  problem  which  has  been 
more  fully  developed  under  Section  IV. D. 

All  exchange  services  agree  that  modernized  and  refur¬ 
bished  facilities  enhance  retail  sales.  One  service  esti¬ 
mates  that  retail  sales  will  increase  from  25  to  75%  with 
such  modernization.  Ft.  Shafter  in  Hawaii  has  recorded  a 
127%  increase  in  one  year  since  the  opening  of  its  new 
store  as  illustrated  in  Table  13  following.  A  sizable 
portion  of  this  increase  might  well  be  credited  to  the  new 
facility.  However,  in  this  case  the  127%  increase  should 
be  tempered  with  the  realization  that  the  store  increased 
its  operating  hours  up  to  80  hours  per  week,  added  a  food 
sales  section,  and  increased  its  service  station  capabili¬ 
ties  substantially.  Any  one  of  these  factors  in  itself 
would  have  produced  increased  sales.  We  were  unable  to 
determine  whether  variations  in  troop  strength  contributed 
to  the  increased  sales. 


TABLE  13 


FT.  SHAFTER, 

HAWAII  SALES 

NEW  STORE 
CURRENT  YEAR 

OLD  STORE 

PRECEDING  YEAR 

Sales  -  May  '66  thru  Jan. '67 

$5,941,008 
(Incr.  127%) 

$2,622,169 

Sales  -  Monthly  Average 

$660,  112 

$291,352 

Selling  Area 

27, 520  sq. ft . 

14,317  sq.ft. 

Sales/Sg.  Ft. /Month 

$24.00 

$20.00 

Storage  Area 

4, 040  sq. ft. 

10,155  sq.ft. 

Average  Inventory 

$846, 385 

$442,508 

Monthly  Merchandise  Turnover 

.78 

.66 
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The  Marines  opened  a  major  new  store  and  shopping  cen¬ 
ter  at  Camp  Pendleton  on  29  September  1965.  Their  sales 
since  that  opening  reflect  the  advantages  of  modern  retail 
facilities  as  follows: 

TABLE  14 


MARINE  CORPS, 

CAMP  PENDLETON  SALES* 

1964 

1965 

1966 

1967 

Annual  Sales 

$14. 2M 

$13. 6M 

$19. 5M 

$23. 3M 

%  Increase  (Decrease) 

per  Year 

(4.2%) ** 

43.4% 

19.5% 

♦New  exchange  complex  opened  29  September  1965. 
♦♦Decrease  due  to  troop  drawdown  in  support  of  RVN. 


All  exchanges  contacted  reported  increasing  labor 
costs  as  one  of  their  major  problems.  This  is  not  sur¬ 
prising  in  a  generally  escalating  economy  and  does  not 
present  a  problem  unique  to  the  exchange  services. 

In  summary,  LMI  observed  retailing  operations  world¬ 
wide  to  be  alert  and  responsive  to  customer  requirements. 
What  operating  statistics  were  available  and  comparable 
indicated  that  the  exchanges  were  keeping  pace  with  their 
commercial  counterparts.^ 


See  "The  Discount  Merchandiser,"  July  1967,  and  "Key 
Business  Ratios"  compiled  by  Dun  and  Bradstreet,  November 
1967. 


2.  Food  Service  Operations  and  Food  Processing  Plant* 
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The  three  exchange  services  have  some  4,200  food  ser¬ 
vice  outlets  worldwide  with  an  annual  dollar  volume  in 
excess  of  $250  million.  The  policies  governing  the  opera¬ 
tion  of  these  food  service  outlets  vary  widely?  each  ex¬ 
change  service  claims  advantages  for  its  own  method.  He 
treat  concession  operations  separately  in  a  later  paragraph; 
meanwhile,  it  should  be  borne  in  mind  that  some  of  the  food 
service  operations  are  operated  as  concessions. 

AAFES  is  moving  rapidly  to  standardization  in  recipes, 
portions,  quality  specifications,  prices,  equipment,  and 
supplies.  The  Navy  and  Marine  exchanges  leave  decisions  as 
to  such  factors  up  to  the  separate  exchanges,  assuming  that 
the  individual  food  service  manager  recognizes  the  needs  of 
his  local  customers  and  will  act  to  serve  them  accordingly. 
NSSO  also  provides  their  food  service  managers  with  opera¬ 
ting  goals  as  follows:  If  the  monthly  food  sales  volume  is 
under  $7,000  they  are  expected  to  net  a  return  of  12%.  If 
over  $7,000  this  percentage  is  increased  to  14%.  These 
goals  provide  NSSO  with  a  degree  of  control  over  food 
operations,  but  permit  a  certain  amount  of  operating 
flexibility  by  the  local  food  manager. 

AAFES  has  implemented  on  a  worldwide  basis  a  standard 
portion  and  a  uniform  price  on  39  food  and  beverage  items 
that  account  for  60%  of  food  sales.  All  food  items  are 
standardized  throughout  CONUS.  Overseas  exchanges  are  pur¬ 
suing  similar  programs.  The  ultimate  goal  of  AAFES  is  a 
standard,  centrally  controlled  menu  with  a  standard  recipe 
program.  This  standardization  program  extends  into  food 
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service  uniforms,  dishes,  silverware,  and  trays.  AAFES  en¬ 
visions  that  paper  products,  signs,  and  other  supply  items 
will  be  included  in  this  standardization. 

NSSO  headquarters  advocates  standard  prices  for  all 
services,  including  food,  within  a  local  area,  even  though 
this  concept  has  not  beqn  fully  implemented. 

The  Pood  Services  Directorate  of  OASD  (I&L)  advocates 
standard  recipes,  portions,  quality  measures,  and  prices. 
They  indicate  that  this  provides  for  better  use  of  food 
materials  and  ingredients,  equality  of  portions,  and  ulti¬ 
mate  customer  satisfaction.  They  report  that  major  snack 
bar  chains,  such  as  McDonald's  hamburger  outlets,  use  stand¬ 
ard  recipes,  portions,  and  prices  and  buy  their  equipment 
and  supplies  on  a  centralized  basis. 

LMI  was  unable  to  collect  any  quantifiable  results  of 
any  method  since  there  is  an  element  of  judgment  involved 
as  to  the  quality  of  food  and  food  service  rendered. 

LMI  supports  the  movement  toward  standardization  in 
food  service  operations.  However,  as  in  the  case  of  all 
programs  to  standardize,  the  purpose  is  to  make  available 
an  increased  quality  product  or  service  on  a  consistent 
basis.  The  dangers  of  standardizing  on  mediocrity  in  food 
service  operations  are  all  too  apparent. 

The  AAFES  and  Navy  exchanges  operate  several  food  pro¬ 
cessing  plants  throughout  the  world.  The  Navy  exchange  in 
Japan  operates  a  bakery,  of  which  70%  of  the  output  is  sold 
to  appropriated  fund  activities.  This  bakery  was  taken  over 
from  the  Army-Air  Force,  grosses  $40, 000/month  at  a  net 
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return  on  sales  of  14%.  In  Europe  AAFES  operates  15  baker- 
les  In  over  six  countries,  and  one  central  ice  cream  and  a 
large  meat  processing  plant  in  Gruenstadt,  Germany.  There 
is  extensive  cross-servicing  with  bcth  appropriated  and 
non-appropriated  funded  activities.  The  Army  closed  down 
its  bakeries  and  ice  cream  plants  in  Europe  and  now  ob¬ 
tains  its  bread  from  the  exchange  at  $.03  a  pound  less 
than  it  had  cost  to  make  it.  Ice  cream  for  troop  issue 
is  purchased  from  EES  on  a  cost-plus  arrangement.  EES  is 
showing  nearly  10%  profit  on  sales  at  the  ice  cream  plant, 
but  showed  a  slight  loss  on  their  meat  processing  operation 
in  FY  1967  ($3,500  loss  on  $500,000  billings). 

3.  Services  and  Concession  Operations 

All  exchange  services  either  operate  directly  or  have 
under  concession  contract  most  of  the  following  services: 
service  stations,  barber  and  beauty  shops,  garages,  laundry 
and  dry  cleaning  facilities,  tailor  shops,  appliance  repair 
shops,  photo  studios,  optical  stores,  and  shoe  repair  shops. 
A  complete  list  of  personal  services  allowed  in  CONUS 
appears  in  the  ASER  -  Appendix  B. 

NS SO  operates  more  service  facilities  on  a  direct 
basis  than  either  AAFES  or  the  Marine  Corps  Exchange  Service. 
This  is  particularly  true  in  barber  and  beauty  shops,  tail¬ 
oring,  watch  repair,  laundry,  and  dry  cleaning.  The  Navy 
also  operates  personal  service  pick-up  points  in  certain 
instances,  and  then  contracts  for  services  through  local 
commercial  contractors. 

The  following  situation  highlights  one  of  the  problems 
inherent  on  a  large  base  having  several  somewhat  independent 


144 


exchanges.  Within  the  gates  of  the  Norfolk  Naval  Station 
are  four  Navy  and  Marine  main  exchangee,  each  with  its  own 
tailor  shop.  There  is  considerable  competition  among  these 
tailor  shops  in  the  available  labor  market.  As  a  result, 
it  has  been  stated  that  several  of  these  stores  have  ex¬ 
perienced  considerable  turnover  in  personnel.  We  suggest 
that  ultimate  customer  satisfaction  might  be  better  served 
in  such  areas  by  having  one  large  tailor  shop  employing  the 
best  tailors  available,  with  pick-up  points  at  strategic 
locations  throughout  the  complex.  The  principle  described 
here  would  also  apply  to  other,  if  not  all,  personal  serv¬ 
ices  offered  by  the  exchange  services . 

It  was  not  possible  to  obtain  any  precise  criteria  for 
the  selection  of  the  direct  operations  method  as  compared 
to  the  concession  route.  AAFES  operates  those  activities 
where  they  have  the  technical  capability  and  can  offer  a 
level  of  service  at  a  price  that  would  not  be  available 
from  the  concessionaire. 

The  limited  technical  capability  and  lack  of  available 
manpower  in  AAFES  to  operate  8,300  service  outlets  over  a 
widely  dispersed  area  of  34  countries  has  been  a  constraint 
to  providing  direct  operations.  In  the  recent  past,  parti¬ 
cularly  in  the  European  Exchange  System,  there  has  been  a 
definitely  increasing  trend  in  contracting  for  services. 

Even  though  AAFES '  local  exchanges  in  CONUS  have  re¬ 
tained  the  right  to  negotiate  service  concessions,  the 
Area  Support  Centers  now  provide  a  pre-award  review.  Plans 
are  being  developed  to  pursue  the  awarding  of  area-wide 
service  contracts  with  their  potential  for  economies  and 
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more  equitable  treatment  of  patrons. 

4.  CONCLUSIONS/RECOMMENDATIONS  -  Retail.  Food.  Services. 

and  Concessions  Operations 

a.  Based  upon  retail  outlets  observed,  LMI  concludes 
that  the  retail  operations  are  responsive  to  their 
missions  and  provide  a  level  of  service  comparable 
to  commercial  outlets. 

b.  Even  though  we  were  unable  to  ascertain  on  a  quan¬ 
tifiable  basis  what  savings  or  increased  quality 
of  service  would  result,  LMI  supports  the  concept 
of  standardized  food  recipes,  portions,  quality 
standards,  and  prices. 

c.  He  conclude  that  there  would  be  considerable  ad¬ 
vantage  in  consolidating  food  service  operations 
on  a  local  area  basis.  Benefits  would  accrue  in 
the  procurement,  physical  distribution,  and 
operating  functions. 

d.  LMI  sees  no  reason  to  suggest  either  the  direct- 
service  operation  or  the  concession -operated 
service  to  the  exclusion  of  the  other.  Local 
conditions  often  dictate.  Common  decision  cri¬ 
teria  should  be  developed  among  the  exchange 
services  and  should  be  applied  uniformly  within 

a  given  area  to  present  a  consistent  front  to  the 
local  business  community. 
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K.  PERSONNEL  MANAGEMENT 
1 .  General 

In  spite  of  many  complex  problems,  varied  environments, 
and  occasional  undesirable  working  conditions,  LMI  found 
that  exchange  personnel  in  all  three  services  exhibited  a 
high  esprit  de  corps.  This  sense  of  loyalty  and  concern 
for  the  customer  was  generally  apparent  at  all  levels  in 
both  retail  and  service  operations. 

The  exchanges  operate  worldwide  and  include  U.S.  mili¬ 
tary  personnel,  U.  S.  civilians,  and  foreign  nationals  on 
their  staffs  and  in  their  operating  organizations.  Table 
15  shows  the  worldwide  distribution  of  these  personnel  by 
ca tegories. 

Of  every  dollar's  worth  of  merchandise  sold,  roughly 
12C  to  15C  goes  for  personnel  costs,  the  largest  expense 
category  after  cost  of  goods  and  services. 

Our  approach  has  been  to  cite  the  similarities  and 
differences  in  policy  and  practice  among  the  three  exchange 
services  to  determine  if  any  advantages  or  adverse  impacts 
exist  as  a  result  of  these  policies.  Table  16  compares 
elements  of  salary,  wage,  and  fringe  benefit  information. 

It  was  quickly  evident  that  there  has  been  no  concerted 
effort  among  the  services  to  be  consistent  one  with  the 
other,  although  interest  was  expressed  by  many  exchange 
managers  in  having  a  single  common  DoD  system. 

We  also  examined  several  areas  of  personnel  manage¬ 
ment;  a  discussion  of  each  follows. 


148 

Table  15 

MILITARY  EXCHANGES 
PERSONNEL  DISTRIBUTION 

FY  1968 


LOCATION 

U.S. 

MILITARY 

U.S. 

CIVILIANS 

LOCAL 

NATIONALS 

OTHERS 

CONUS 

wmt 

AAFES 

37,738 

0 

0 

Navy 

mm 

17,200 

0 

0 

Marines 

■MCi 

3,817 

0 

0 

Subtota 1 

748 

58,755 

0 

0 

Europe 

AAFES 

65 

4,080 

16,541 

37 

Navy 

166 

1,694 

996 

0 

Marines 

0 

0 

0 

0 

Subtota 1 

231 

5  774 

17 , 537 

37 

Pacific 

AAFES 

804 

3,045 

19,939 

1,198 

Navy 

169 

974 

6, 117 

0 

Marines 

170 

260 

160 

0 

Subtota 1 

1.143 

4,279 

26,216 

1,198 

AAFES 

19 

2,263 

1,140 

0 

Navy 

0 

0 

0 

0 

Marines 

17 

25 

60 

0 

Subtota 1 

36 

2,288 

1,200 

0 

TOTAL 

2,158 

71,096 

44,953 

1,235 
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Table  16 


MILITARY  EXCHA1 

PERSONNEL  SYSTEM  COI 

<P  ARISONS 

ITEM 

AAPES 

NAVY 

MARINES 

Salarv  System 

Has  adopted  the 

Salaries  conform 

Not  less  than 

Civil  Service 

with  those  of 

the  higher  of 

(general  ached- 

the  private  sec- 

the  following: 

ule)  salary 

tor,  AAFES,  and 

1)  federal 

system.  See 

Civil  Service 

minimum 

Appendix  K. 

for  like  posi¬ 
tions  based  on 
periodic  surveys. 

2)  state  mini¬ 
mum 

3)  municipal 
minimum 

4)  wage  studies 
every  two 

years  of  pri¬ 
vate  employers 
in  the  geo¬ 
graphical  areas 
for  like  jobs. 

Hourly  Waee  System 

Not  less  than 

Not  less  than 

Not  less  than 

the  higher  of 

the  higher  of 

the  higher  of 

the  following: 

the  following: 

the  following: 

1)  federal  mini- 

1)  federal  mini- 

1)  federal  mini- 

mum 

mum 

mum 

2)  state  mini- 

2)  state  mini- 

2)  state  mini- 

mum 

mum 

3)  municipal 

3)  municipal 

3)  municipal 

minimum 

minimum 

min imum 

4)  wage  studies 

4)  wage  studies 

4)  wage  studies 

every  two 

every  two 

every  two 

years  of  private 

years  of  private 

years  of  private 

employers  in  the 

employers  in  the 

employers  in  the 

geographical 

geographical 

geographical 

areas  for  like 

areas  for  like 

areas  for  like 

jobs. 

jobs . 

jobs . 

Retirement  Benefits 

Eligibility 

No  waiting 

1  year 

No  waiting 

Normal  Retirement 

65 

Age 

62 

65 

Participation 

Compulsory 

Voluntary 

Voluntary 
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Table  16  (continued) 


MILITARY  EXCHANGES 

PERSONNEL  SYSTEM  COMPARISONS  (continued) 

ITEM 

AAFES 

NAVY 

MARINES 

wmmtm 

Baaic  Limit 

2  x  Annual 

1  x  Annual 

1  x  Annual 

Salary 

Salary 

Salary  (round 
to  highest 
$1000) 

Top  Limit 

$40,000 

$25,000 

$20,000 

Employee  Con- 

50% 

trlbution 

50% 

75% 

Disability  Income 

Waiting  Period 

17  days 

2  months 

3  months 

Eligibility 

1st  day 

3  years 
service 

3  months 

Duration  of 

26  weeks 

2  years 

until  recovery 

Payments 

minimum,  with 
maximum  of 
number  of  weeks 
insured . 

or  age  65 

Sick  Leave 

Eligibility 

After  3 

After  6 

Varies  by 

months 

months 

command , 

service 

service 

range  3-6 
months 

Waiting  Period 

No  waiting 

2  days  for 

No  waiting 

period 

non-mgt.  for 

1st  2  years 

period 

Allowance 

13  days 

1  week  min. 
and  4  weeks 
max.  after 

4  years 
service 

Varies  by 
command ,  1 
week  minimum 
and  3  weeks 
maximum 

Accrual 

No  maximum  to 
carry  over 

None 

90  days 

15L 


Table  16  (continued) 


MILITARY  EXCHANGES 

PERSONNEL  SYSTEM  COMPARISONS  (continued) 

ITEM 

AAFES 

NAVY 

MARINES 

Hosoital  Surgical 

Specifi  c 

Blanket 

Blanket 

Benefits 

Coverage 

Coverage 

Malor  Medical 

Limit 

$15,000 

$10,000 

$10,000 

Deductible 

$50  annually 

$50-100  each 

$50-100  each 

benefit 

benefit 

period 

period 

Vacation 

Eligibility 

After  3 

After  6 

Varies  by 

months 

months 

command,  range 

service 

service 

3-6  months 

service 

Allowance 

*13  days  - 

1-2  weeks 

Varies  by 

first  3  years; 

after  1  year; 

command,  mini- 

20  days  -  4th- 

2-3  weeks 

mum  5  days. 

15th  years ; 

after  4  years; 

maximum  24 

26  days  -  after 

3  -4  weeks 

days 

15  years 

after  15  years 

Accrual 

Permits 

None 

30  days 

carryover 

carryover 

up  to  30  days 

to  following 

year 

*  Prior  Military  Set 

■vice  counted  as  AAFE 

S  Service. 
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2.  Military  vs.  Civilian  Assignment 

The  three  exchange  services  take  varied  approaches  to 
the  assignment  of  military  versus  civilian  personnel.  Table 
15  indicated  the  number  of  military  personnel  assigned  to 
each  service.  The  tabulation  below  summarizes  these  mili¬ 
tary  assignments  as  percentages  of  total  exchange  employ¬ 
ment. 


Table  17 


ASSIGNMENT  OF  MILITARY  PERSONNEL  TO  EXCHANGES 

AS  OF  APRIL  1968 

EXCHANGE  SERVICE 

ASSIGNED 

MILITARY 

TOTAL 

EMPLOYEES 

PERCENT 

MILITARY 

AAFES  (Total) 

971 

86,952 

1.11% 

AAFES  (Less  RVN) 

220 

76,573 

.29% 

NAVY 

820 

27,801 

2.94% 

MARINES 

367 

4,6e9 

7.82% 

AAFES  has  the  largest  number  of  assigned  military 
personnel,  but  percentage-wise  it  ranks  under  both  the  Navy 
and  Marine  exchange  systems.  A  further  breakdown  of  AAFES 
personnel  statistics  indicates  that  77%  of  all  AAFES  mili¬ 
tary  assignments  appear  in  the  Vietnam  region  (751  military 
personnel  in  Vietnam  out  of  971  total  military  positions). 

The  Navy,  with  a  total  of  820  military  personnel,  has  a  world¬ 
wide  policy  of  assigning  military  officers  to  command  in¬ 
dividual  exchanges.  The  Marine  Corps  follows  the  same 
practice  and  goes  even  one  step  further  by  often  assigning 
enlisted  personnel  (even  in  CONUS  exchanges)  to  exchange 
duty.  We  were  unable  to  detect  any  differences  in  the  effec¬ 
tiveness  of  exchanges  due  to  these  variations  in  approach. 
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The  Armed  Services  Exchange  Regulations  (Appendix  B) 
clearly  define  the  conditions  under  which  officer  and  en¬ 
listed  personnel  may  be  assigned  to  exchanges.  This  direc¬ 
tive  essentially  bases  the  assignment  on  sales  volume  of  an 
exchange  or  non-availability  of  qualified  civilian  personnel. 
LMI  supports  the  concept  of  using  civilian  personnel  wherever 
possible,  but  believes  that  the  exchange  services  should 
have  more  flexibility  in  assigning  military  personnel  within 
an  exchange  service.  Directive  1330.9  permits  the  assign¬ 
ment  of  a  military  officer  at  an  exchange  if  sales  equal 
$3,500,000  per  year.  It  may  well  be  that  that  particular 
exchange  could  be  administered  by  a  civilian,  but  there  may 
be  a  real  need  for  a  military  officer  in  another  exchange 
not  meeting  that  sales  criterion.  We  believe  that  DoD 
Directive  1330.9  should  be  changed  to  provide  criteria  for 
the  assignment  of  military  personnel  based  upon  the  total 
exchange  service  requirements  for  military  personnel,  rather 
than  being  based  upon  individual  store  sizes. 

There  are  good  reasons  both  for  and  against  the  assign¬ 
ment  of  military  personnel  to  key  exchange  positions.  The 
case  for  assigning  military  personnel  to  exchange  positions 
includes:  (1)  the  need  to  train  military  personnel  for 
manning  field  exchange  operations  in  the  event  of  wartime 
conditions,  (2)  military  exchange  personnel  are  often  better 
able  to  effect  liaison  with  the  military  commands  which 
they  service,  (3)  military  personnel  sometimes  have  a  better 
understanding  of  the  exchange  mission  and  the  responsiveness 
required  than  do  civilians.  Conversely,  arguments  against 
the  assignment  of  military  personnel  include:  (1)  the  need 
to  build  strong  business  backgrounds  in  key  exchange 
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personnel;  military  officers  do  not  always  have  the  ex¬ 
perience  or  opportunity  to  do  this,  (2)  the  advantages  of 
having  continuity  in  key  exchange  positions,  usually  avail¬ 
able  only  through  civilian  assignments,  and  (3)  trained 
military  personnel,  qualified  in  exchange  affairs,  are 
usually  scarce  and  may  be  in  demand  in  higher  priority 
assignments. 

In  summary,  any  personnel  management  system  needs  to 
recognize  the  requirement  of  attaining  a  fine  balance  be¬ 
tween  continuity,  consistency,  and  flexibility.  LMl’s 
present  coverage  of  personnel  practices  in  exchanges  has 
not  been  of  sufficient  depth  to  state  specifically  what  the 
percentages  of  assigned  military  personnel  should  be.  What¬ 
ever  the  percentage,  it  should  be  the  result  of  the  appli¬ 
cation  of  criteria,  and  not  an  arbitrarily  set  ratio. 

3.  Career  Patterns 

LMI's  studies  of  worldwide  exchange  operations  indi¬ 
cate  that  there  is  a  question  in  the  minds  of  assigned 
military  personnel  as  to  the  career  patterns  available  to 
them.  The  apparent  lack  of  firmly  established  exchange 
career  patterns  for  military  personnel  presents  obstacles 
to  efficient  operations.  The  exchange  services  all  have 
developed  approaches  to  career  plans  for  military  personnel 
which  are  amplified  by  their  training  programs. 

There  is  a  growing  recognition  among  exchange  execu¬ 
tives  of  the  capabilities  that  are  required  to  manage  and 
operate  large  scale  resale  activities,  but  the  present 
military  rotation  system  and  career  planning  provide  rela¬ 
tively  little  in  the  way  of  exposure,  training,  or 
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promotional  possibilities  which  are  desirable  in  a  well- 
founded  career  program.  It  is  often  difficult,  and  some¬ 
times  not  desirable  from  a  promotion  standpoint,  for 
military  officers  to  get  repetitive  assignments  to  exchanges. 

The  Navy  has  overcome  this  problem  to  some  degree  in 
that  most  of  the  officers  assigned  to  their  exchange  pro¬ 
gram  are  Supply  Corps  officers  who  can  progress  under  a 
Supply  Corps  career  cone.  Such  a  program  was  not  designed 
specifically  for  exchanges,  but  provides  at  least  an 
acceptable  career  pattern. 

The  problems  and  opportunities  pertaining  to  military 
career  patterns  in  the  exchange  services  are  paralleled  to 
some  degree  in  civilian  career  planning  with  the  following 
exception.  AAFES  has  established  a  definite  career  pattern 
for  its  civilians,  including  a  step-by-step  advancement 
through  a  career  cone  with  training  opportunities  which 
support  those  steps.  This  program  covers  all  principal 
functions  in  AAFES. 

4 .  Wage  and  Salary  Systems 

As  in  most  business  and  governmental  enterprises,  the 
provision  of  a  well-ordered  wage  and  salary  policy  is  key 
to  effective  and  efficient  operations.  Each  of  the  three 
exchange  services  has  developed  its  own  approach  to  such 
matters . 

AAFES'  salary  program  is  patterned  after  the  Civil 
Service  GS  schedules  and  includes  both  grades  and  steps 
within  those  grades.  The  Navy  program  is  quite  different 
and  uses  a  minimum-maximum  range  for  each  grade.  The 
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Marine  schedules  vary  with  individual  bases.  Appendix  G 
includes  copies  of  the  salary  schedules  of  the  three  ex¬ 
change  services. 

To  support  civilian  career  planning  and  management, 
we  believe  it  would  be  beneficial  to  have  identical  execu¬ 
tive  salary  schedules  worldwide.  Non-executive  salaries, 
however,  might  be  more  effective  if  they  reflected  local 
variations . 

With  respect  to  hourly  wages,  each  service  makes 
periodic  wage  surveys  in  the  local  communities  to  determine 
wage  rates  paid  for  similar  work  done  in  those  localities. 
This  is  done  since  the  exchanges  are  not  using  any  regu¬ 
lated  government  system  such  as  Wage  Board  schedules.  Even 
with  these  surveys,  however,  the  exchanges  experience  diffi¬ 
culties  in  keeping  qualified  hourly  personnel.  While  ex¬ 
change  employees  may  enjoy  the  same  hourly  rate  as  their 
commercial  counterparts  in  the  surrounding  community,  the 
late  hours  and  Sunday  openings  of  many  of  the  exchanges  in 
conjunction  with  the  inconvenient  location  of  some  military 
bases  sometimes  makes  exchange  employment  less  attractive. 
Employee  turnover  is  increased  when  persons  in  similar  jobs, 
like  checkout  clerks,  command  a  higher  government  wage  in 
a  military  commissary  than  in  an  exchange  in  the  same 
locality. 

Wage  rates  present  further  complications  in  overseas 
operations  since  U.  S.  personnel  employed  must  receive  com¬ 
mensurate  U.  S.  wages;  whereas  wages  paid  to  local  and  third 
country  nationals  employed  must  be  consistent  with  wages 
paid  in  the  local  economy.  This  condition  is  not  unique  to 
exchanges  in  overseas  areas.  There  are  often  wide  wage 
differences  between  these  two  categories  of  employees. 
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This  requires  that  any  wage  system  be  flexible  enough  to 
meet  local  conditions.  Table  18  highlights  this  problem 
by  showing  the  wide  range  of  wages  paid  by  AAPES  to  U.  S. 
and  local  national  employees  in  the  Pacific  area.  The  im¬ 
pact  of  anything  less  than  a  well-planned  approach  to  meet 
these  local  environments  could  cause  major  employee  problems 
and  perhaps  difficulties  with  the  host  country  involved. 

5 .  Fringe  Benefit  Programs 

All  three  exchange  services  emphasized  the  need  for 
adequate  and  attractive  fringe  benefit  programs.  Here 
again,  each  service  developed  its  own  approach  unilaterally 
with  resultant  wide  variations  (as  previously  portrayed  in 
Table  16) .  The  impact  of  these  variations  could  easily 
cause  employee  relations  problems  in  the  long  term  since 
all  three  exchange  services  have  the  same  mission:  to 
render  service,  in  many  cases  to  the  same  customers,  all  of 
whom  are  a  part  of  the  Department  of  Defense.  LMI  sees  no 
reason  why  equity  in  fringe  benefit  programs  could  not  and 
should  not  be  established. 


The  Navy  is  presently  making  a  comprehensive  study  of 
a  system-wide  fringe  benefit  program,  the  results  of  which 
may  warrant  consideration  by  all  exchange  services. 


Selection.  Hiring.  Transfer,  and  Termination  Techniques 


Selection  and  hiring  techniques  vary  from  service  to 
service  and,  in  many  cases,  from  locality  to  locality. 

There  appears  to  be  no  reason  why  such  flexibility  should 
not  be  encouraged  as  long  as  the  criteria  for  selection  and 
hiring  brings  highly  qualified  people  into  the  exchange 
services . 


PACIFIC  EXCHANGE  SYSTEM 

Employee  Wage  Rate  Comparison  Chart  for  Benchmark  Jobs 

(U.S.  Dollars) 
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An  exchange  employee  with  long  experience  and  training 
in  an  exchange  environment  often  is  forced  to  start  again 
at  the  bottom  if  he  takes  employment  with  one  of  the  other 
exchange  services  due  to  transfer  of  station.  In  cases  of 
this  sort,  a  single  DoD  policy  and  common  personnel  system 
would  do  much  to  benefit  both  the  exchange  services  and 
the  employees  involved. 

Termination  practices  also  vary  widely.  In  some  cases 
this  flexibility  among  areas  is  needed.  As  an  example,  in 
certain  areas  of  Europe,  nine  months  advance  notice  is 
required  prior  to  terminating  a  local  national  employee. 

In  these  instances  the  host  country  agreements  prevail, 
requiring  that  any  termination  policy  recognize  the  local 
condition  at  an  overseas  exchange.  This  particular  case  has 
made  it  almost  impossible  to  trim  the  working  force  at  that 
exchange  to  meet  unexpected  changes  in  market  conditions 
or  reduction  in  troop  strengths.  This  condition  is  not 
unique  to  the  exchange  services,  and  cannot  be  solved 
unilaterally  by  them. 

7.  Union  Activities 

Almost  any  growing  commercial  or  industrial  enterprise 
requires  an  increasing  amount  of  emphasis  on  labor  relations 
and  union  activities.  In  the  exchange  services,  this  area 
of  concern  is  amplified  due  to  the  fact  that  both  domestic 
and  foreign  operations  are  involved. 

LMI's  study  efforts  have  not  dealt  in  sufficient  depth 
with  exchange-union  activities  to  draw  specific  conclu¬ 
sions;  however,  it  is  our  opinion  that  an  increasing  amount 
of  attention  will  be  required  in  this  area. 
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8.  Job  Classifications,  Work  Standard! .  and  Measurement 

There  has  been  much  good  work  done  by  the  exchange 
services  in  developing  job  descriptions,  classifications, 
and  codings.  Most  of  this  appears  to  be  well  documented 
and  has  either  been  implemented  or  is  in  process.  Although 
there  has  been  some  liaison  among  the  exchange  services  in 
the  development  of  this  material,  each  is  essentially  a 
system  developed  in  isolation. 

With  the  exception  of  a  few  specialized  areas,  there 
is  great  similarity  in  the  jobs  and  type  of  work  performed 
among  the  exchange  services.  This  leads  LMI  to  believe 
that  a  higher  degree  of  job  standardization  would  be  bene¬ 
ficial  to  both  the  employees  and  management  of  exchanges. 

There  was  some  interest  expressed  by  exchange  managers 
in  work  standards  and  methods  of  work  measurement,  but  this 
phase  of  refinement  is  generally  in  its  infancy  in  exchange 
operations. 

9.  Training  Programs 

The  extent  of  training  in  the  exchange  varies  from 
little  or  no  training  in  some  functions  to  very  thorough 
and  extensive  approaches  taken  in  others.  We  encountered 
both  on-the-job  training  and  formal  education  and  training 
courses  both  in  CONUS  and  overseas. 

AAFES 1  executive  development,  retail  managers',  and 
cafeteria  managers'  courses,  formerly  conducted  at  Fort 
Lee,  Virginia,  have  now  been  moved  to  Dallas.  In  addition, 
eight  new  courses  have  been  added.  They  expect  over  2,200 
to  graduate  the  first  year  in  the  Dallas  training  center. 
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EES  in  Europe  runs  training  courses  in  almost  all  functions 
of  exchange  operations  and  has  recently  set  up  a  food  ser¬ 
vice  training  program  to  increase  the  effectiveness  of  their 
600  food  outlets. 

NSSO  runs  its  own  training  program  at  its  headquarters 
in  New  York.  The  two  main  courses  offered  are  a  six-week 
course  in  exchange  management  and  a  four-week  course  in 
commissary  store  management.  Both  courses  are  repeated  six 
or  seven  times  per  year.  The  courses  are  attended  by  both 
civilian  and  military  with  the  ratio  presently  4096  civilian 
to  60%  military.  The  Navy  estimates  that  120  persons  will 
graduate  annually.  Besides  these  two  main  courses,  NSSO 
offers  two  two-week  courses  to  reserve  officers  on  resale 
management.  In  addition,  all  new  employees  at  headquarters 
are  given  two  half-days  of  orientation  by  the  training 
staff.  NSSO  has  also  offered  four  twelve-week  adult  educa¬ 
tion  courses  for  the  past  two  years.  To  stimulate  self- 
development,  NSSO  has  developed  eight  self-study  courses 
in  key  exchange  subjects. 

The  Marine  Corps  does  not  formally  conduct  its  own 
training  school  on  exchange  operations.  Marine  personnel 
are  sent  to  the  schools  of  the  other  two  services.  In 
addition,  each  year  the  headquarters  exchange  staff  con¬ 
ducts  an  exchange  officers'  conference  to  stimulate  new 
ideas . 

10.  Employee  Turnover  and  Retention 

A  review  of  employee  turnover  caused  us  to  aggregate 
employees  into  three  categories: 

a.  Military  personnel 
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b.  Salaried  management  personnel 

c.  Other  salaried  plua  hourly-paid  personnel 

Table  19  shows  the  percentage  turnover  by  exchange 
service  for  these  three  categories.  As  one  might  expect, 
the  military  turnover  is  a  regulated  process  and  depends 
upon  many  factors,  some  of  which  are  outside  the  control  of 
exchange  management.  However,  there  is  a  high  degree  of 
retention  and  longevity  in  salaried  management  personnel. 
With  respect  to  the  third  category,  we  might  also  expect 
a  high  degree  of  turnover  because  of  the  transient  nature 
of  military  families  who  in  many  cases  supply  a  signifi¬ 
cant  percentage  of  exchange  employees.  It  is  likewise 
ccmmon  in  American  commercial  retail  concerns  to  experi¬ 
ence  a  higher  degree  of  turnover  in  the  lower  paid  brackets. 

A  survey  of  management  personnel  in  the  AAFES  Pacific 
operation  is  highlighted  by  the  following  statistics.  The 
average  PACEX  executive  (USP  Grade  13  and  above— see 
Appendix  G)  is  47  years  old,  has  approximately  three  years 
of  college  training,  and  an  average  longevity  of  17  years 
in  the  exchange  service.  Forty-six  percent  of  this 
executive  group  has  one  or  more  college  degrees  and  has 
27  years  of  business  and  military  service  with  considerable 
commercial  exposure. 
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Table  19 


EMPLOYEE  TURNOVER 

Exchange 

Service 

%  turnover/year 

Military 

Management 

(Salaried) 

Other  Salaried 
And  Hourly-Paid 
Personnel 

AAFES 

RVN  10076 

PACEX  3476 

CONUS  &  EES  2576 

876 

Worldwide 

5076 

Worldwide 
excluding  RVN 

Navy 

Exchanges 

3576 

5.176 

7076 

Marine 

Exchanges 

5076 

876 

5076 

11.  CONCLUSIONS/RECOMMENDATIONS  -  Personnel  Management 

a.  Both  the  exchange  services  and  their  civilian 
employees  would  benefit  from  having  a  single 
personnel  system  common  to  the  three  exchange 
services.  This  should  include  a  single  defense¬ 
wide  exchange  personnel  policy  with  (1)  identical 
salary  schedules  for  salaried  executive  person¬ 
nel,  common  salary  schedules  for  non-executive 
personnel  which  reflect  local  variations,  and 
common  wage  scales  which  reflect  local  variations, 
(2)  identical  fringe  benefit  programs,  (3)  iden¬ 
tical  selection,  hiring,  transfer,  and  termination 
policies,  (4)  common  training  programs,  (5)  common 
career  planning  policies,  (6)  common  policies  in 
dealing  with  unions,  and  (7)  identical  job  classi¬ 
fications  and  coding  systems. 
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b.  The  exchanges  should  conduct  cost/benefit  studies 
to  explore  the  desirability  of  placing  exchange 
employees  under  the  government  fringe  benefit  pro¬ 
gram  covering  retirement,  workmen's  compensation, 
life  insurance,  health  and  accident  insurance, 
etc.,  as  against  buying  commercial  coverage. 

c.  The  Armed  Services  Exchange  Regulations  should 
be  amended  to  permit  flexibility  of  aasignment 
of  military  personnel  within  an  exchange  service. 
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L.  PLANNING 

Detailed  planning  is  normally  a  part  of  every  function  en¬ 
compassed  in  exchange  operations.  All  three  exchange  services 
recognize  its  value  and  contribution  to  the  management  process. 
This  section  will  not  attempt  to  describe  or  aggregate  a  des¬ 
cription  of  all  these  planning  activities,  but  instead  will 
highlight  two  elements  of  the  planning  process:  (1)  long-range 
planning  from  a  total  exchange  system  standpoint,  and  (2)  con¬ 
tingency  planning  for  surges  or  contractions  in  exchange  re¬ 
quirements  . 

1.  Long  Range  Planning 

AAFES  has  a  five-year  master  plan,  elements  of  which 
have  already  been  discussed  under  Financial  Management, 
Section  IV. G.  This  five-year  plan  is  directed  toward  ob¬ 
jectives  set  forth  in  AR  60-10/AFR  147-7  and  consists  of 
some  54  individual  elements  and  programs. 

The  Navy  limits  formal  planning  to  three  years  ahead 
and  prepares  a  complete  financial  projection  for  that 
period.  Individual  functions  within  NSSO  headquarters 
look  at  various  factors  and  estimates  pertaining  to  the 
years  ahead,  such  as  estimates  of  wage  rates,  transporta¬ 
tion  costs,  facilities  costs,  etc.,  but  do  not  formalize 
them  into  a  single  (NSSO)  long-range  plan. 

The  Marine  Corps  with  its  small  central  staff  projects 
financial  requirements  and  performance  for  the  ensuing 
year,  but  does  not  attempt  to  develop  a  single  long-range 
plan  for  the  entire  Marine  exchange  system. 
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All  exchange  eervlcee  cited  the  difficulty  of  obtain¬ 
ing  reliable  customer  strength  figures  to  enable  them  to 
project  market  potentials.  Ltd  suggests  the  possibility 
of  asking  the  military  finance  departments  for  computer 
print -outs  of  the  number  of  persons,  by  zip  code,  receiving 
retired  salary  checks,  since  accurate  data  on  retired  and 
dependent  personnel  is  especially  difficult  to  obtain. 
Exchange  personnel  also  report  that  it  is  often  difficult 
to  obtain  actual  active  duty  personnel  strengths  for  given 
geographical  areas. 

Inasmuch  as  patrons  for  any  individual  exchange  are 
usually  drawn  from  all  military  services,  it  was  suggested 
hiring  the  course  of  several  field  visits  that  a  pooling 
of  exchange  marketing  data  might  be  beneficial  in  providing 
the  planners  with  better  information  than  they  now  have. 

2 .  Contingency  Planning 

As  a  result  of  the  initial  difficulties  which  AAFES 
encountered  in  keeping  up  with  the  rapid  build-up  of  mili¬ 
tary  forces  in  Vietnam,  they  have  emphasized  the  prepara¬ 
tion  of  contingency  plans  to  meet  surges  in  exchange  re¬ 
quirements.  Problems  encountered  there  included  such 
things  as  (1)  working  capital,  (2)  developing  and  refining 
a  stock  structure  for  that  area,  (3)  providing  an  adequate 
military  cadre  to  manage  and  operate  exchanges  in  a  combat 
zone,  and  (4)  the  myriad  problems  connected  with  transport¬ 
ing,  storing,  and  distributing  merchandise  under  field 
conditions  to  name  only  a  few. 

A  draft  of  an  AAFES  document  covering  emergency 
operations  for  use  in  the  future  has  now  been  prepared. 
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The  need  aleo  exists  for  contingency  planning  in 
periods  of  shrinking  operations.  The  drawdown  of  troops 
in  Europe  is  an  example  of  this  and  has  presented  many 
exchange  operating  problems  to  AAFES 1  European  Exchange 
Service. 

3.  CQNCLUSIONS/RE COMMENDATIONS  -  Planning 

a.  Long-range  planning  is  indispensable  to  respon¬ 
sive  and  efficient  exchange  operations.  A 
major  constraint,  however,  is  a  realistic  data 
base.  There  is  a  particular  need  to  develop 
contingency  planning,  on  a  coordinated  basis 
(AAFES,  Navy,  and  Marine  exchanges) ,  which  re¬ 
flects  the  contingency  operational  planning  of 
the  military  departments  and  the  JCS. 

b.  A  more  realistic  planning  base  might  be  estab¬ 
lished  if  the  three  exchange  services  would 
take  steps  to  pool  their  marketing  data  and  to 
request  a  summation  of  retired  personnel 
strengths  from  military  department  finance 
organizations . 
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M.  LEGAL  SUPPORT  AND  CLAIMS 

This  section  includes  a  briet  description  of  the  legal 
assistance  rendered  to  exchange  services  and  discusses  the 
question  of  claims  against  the  exchanges. 

1.  Legal  Support 

Legal  support  of  exchange  operations  is  especially 
necessary  with  regard  to  procurement,  labor  relations, 
vendor  or  customer  claims,  international  law,  taxeB,  cus¬ 
toms,  host-country  agreements,  etc. 

AAFES  has  a  central  headquarters  staff  of  six  lawyers 
located  in  Dallas  who  supply  legal  advice  and  assistance 
to  elements  of  the  AAFES  organization.  This  staff  support 
is  paid  for  by  exchange  non -appropriated  funds. 

The  Navy  General  Counsel's  Office  (New  York  branch 
office)  also  provides  NSSO  with  legal  service.  This  legal 
service  is  supported  by  appropriated  funds. 

The  Marine  exchanges  use  the  staff  legal  counsel  at 
Marine  Corps  Headquarters  for  legal  assistance.  This 
staff  support  is  financed  from  appropriated  funds  and  is 
not  charged  to  the  Marine  exchanges . 

There  are  a  variety  of  ways  in  which  the  exchange 
services  supplement  these  staff  capabilities.  In  some 
cases  additional  staff  lawyers  are  assigned  exclusively  to 
the  exchanges,  as  is  done  at  EES  headquarters  in  Europe. 

In  other  case?  the  exchanges  use  the  local  or  regional 
military  command  JAG's  for  this  service.  The  Navy  exchange 
at  Naples,  for  example,  calls  upon  the  local  naval  base 
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commander ’»  legal  staff  for  support  when  necessary.  In 
other  cases  the  exchanges  use  the  services  of  the  Depart¬ 
ment  of  Justice  and  U.  S.  attorneys  when  required. 

2.  Claims  Against  the  Exchanges 

LMi  made  no  attempt  to  examine  the  legal  issues  associ 
ated  with  claims  either  by  or  against  the  exchanges.  How¬ 
ever,  we  did  determine  the  magnitude  and  extent  of  claims 
to  discover  if  they  presented  a  major  management  problem. 

Presently  available  statistics  from  both  AAFES  and 
the  Navy  indicate  that  the  number  and  magnitude  of  claims 
by  the  exchanges  against  vendors,  carriers,  customers,  etc. 
are  relatively  small  as  of  the  present  time,  considering 
the  scope  and  magnitude  of  the  exchange  business. 

Table  20 


!  CASES  PENDING  -  INITIATED  BY  AAFES  1 

(as  of  Apri] 

1968) 

Claims  Against 

Number  of  Claims 

Vendors 

18 

Concessionaires 

16 

Former  Employees 

3 

Bad  Check  -  Individuals 

50 

Maintenance  Contractors 

_1 

TOTAL 

88 
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Table  21 


TOTAL  CLAIMS  -  INITIATED  BY  NAVY  EXCHANGES 

WHICH  REACHED  NSSO  GENERAL  COUNSEL'S  OFFICE 
(for  vear  endina  30  ADril  19681 

Claims  Against _ 

Number  of  claims 

Vendors 

9  Totaling  $7,283 

Carriers 

3  of  which  $2,519 

has  been  collected 

Customers 

_2  thus  far. 

TOTAL 

14 

There  were  no  similar  figures  available  concerning 
claims  against  the  exchanges,  although  both  AAFES  and  the 
Navy  reported  that  they  were  infrequent.  AAFES  reported 
that  several  claims  against  AAFES  are  being  litigated 
through  the  Department  of  Justice  concerning:  (1)  defec¬ 
tive  merchandise,  (2)  construction,  and  (3)  vehicle  claims. 
The  Navy  reported  six  claims  in  the  hands  of  the  Depart¬ 
ment  of  Justice  of  which  four  are  bankruptcy  cases. 

One  major  retailer  reported  a  similar  low  incidence 
of  claims.  Officials  of  that  company  stated  that  they  ex¬ 
perienced  very  few  such  cases,  since  the  personal  injury 
or  product  deficiency  type  claims  were  usually  resolved 
through  their  insurance  coverage. 

Legislation  is  being  considered  concerning  suits 
against  the  United  States  that  arise  out  of  contracts 
entered  into  by  non-appropriated  find  activities.  This 
proposed  legislation  has  been  generated  to  afford  a  remedy 
to  sue  and  recover  on  a  contract  of  a  non-appropriated 
fund  instrumentality  of  the  United  States  where  no  such 
remedy  now  exists. 
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As  Is  discussed  in  Appendix  H,  the  incorporation  of 
the  exchangee  would  enable  then  to  handle  their  legal 
affaire,  including  claims,  aa  a  busineaaman  rather  than 
ae  a  eovereign. 

3.  CONCLUSIONS/RBCOMMBWDATIONS  -  Legal  Support  and  Claims 

a.  The  legal  function  apparently  presents  fewer 
problems  than  most  other  functional  areas . 

b.  The  handling  of  legal  affairs  as  a  sovereign 
instead  of  a  business  entity  makes  the  legal 
function  more  complex  to  vendors  and  suppliers. 

c.  An  effort  should  be  made  to  assess  the  cost/ 
benefits  of  the  exchanges  being  a  self-insurer, 
as  is  the  case  with  the  rest  of  the  Government, 
instead  of  buying  various  kinds  of  insurance 
coverage. 
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N.  OPERATING  CONCEPTS 

Section  III  included  several  organizational  charts  (Figures 
1,  2,  3,  and  4)  with  descriptions  of  the  present  exchange  opera¬ 
ting  concepts.  The  preceding  subsections  of  Section  IV  examined 
elements  of  these  operations  from  a  functional  standpoint  and 
contain  many  references  to  and  examples  of  AAFES  Area  Support 
Centers,  the  Navy  Exchange  Service  Center  concept,  and  the 
Marine  Corps'  decentralized  exchange  operation.  Here  we  review 
each  of  the  present  operating  patterns  in  total  and  attempt  to 
show  its  overall  effectiveness  and  its  relative  costs.  In  ad¬ 
dition  to  an  evaluation  of  the  exchange  operations,  we  also 
comment  on  centralized  and  decentralized  methods  of  exchange 
management  and  discuss  command  relationships  between  the  ex¬ 
changes  and  the  military  commands  they  serve. 

Although  there  are  similarities,  particularly  between  the 
AAFES  Area  Support  Center  and  Navy  Exchange  Service  Center  con¬ 
cepts,  each  exchange  service  is  discussed  separately. 

1.  AAFES  Operating  Concepts 
a .  General  Comments 

AAFES  is  now  operating  worldwide  using  the  "area" 
concept.  CONUS  area  organizations  are  called  Area 
Support  Centers,  those  in  Europe  are  called  Area 
Exchanges,  and  those  in  the  Pacific  are  called  Re¬ 
gional  Exchange  organizations.  There  are  some  dif¬ 
ferences  among  the  three  named,  but  essentially  they 
all  operate  under  a  highly  centralized  procurement 
concept,  emanating  from  AAFES,  EES,  and  PACEX  head- 
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quarters,  but  with  area  responsibility  for  distribu¬ 
tion  and  operations. 

Consolidation  into  areas  has  been  an  evolutionary 
process.  As  far  back  as  1940,  moves  were  made  to  place 
all  exchange  operations  on  a  given  installation  under 
one  management.  Several  years  ago  the  seven  Service 
Centers  in  CONUS  supplied  financial,  accounting,  and 
technical  support  to  the  exchanges.  These  have  now 
been  phased  out  in  favor  of  some  16  Are..  Support  Cen¬ 
ters. 

The  ASC  concept  embodies  several  highly  complex 
techniques,  some  of  which  were  described  earlier  in 
Section  IV.  It  is  LMI's  opinion  that  AAFES  probably 
moved  too  fast  in  the  implementation  of  the  physical 
distribution  aspects  of  these  ASC's,  but  that  is  a 
judgmental  evaluation  with  the  advantage  of  hindsight, 
and  must  be  weighed  against  the  advantages  and  cost 
savings  which  have  already  accrued.  It  is  too  early 
yet  to  make  a  final  judgment  as  to  the  results  of  this 
concept,  but  we  believe  that  its  greatest  potential 
is  still  to  be  realized. 

b.  Customer  Benefits  and  Savinas 

Several  specific  advantages  and  savings  were  re¬ 
ported  in  the  preceding  functional  discussions.  Sev¬ 
eral  others  have  been  recorded  as  follows: 

(1)  Reports  from  the  ASC's  indicate  that  the 
area  method  of  operation  will  bring  ef¬ 
ficiencies  which  AAFES  estimates  will  allow 
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retail  price  reductions  to  the  customer 
totaling  nearly  $15  million  per  year.  More 
specifically,  six  ASC's  reported  customer 
savings  through  price  reductions  of  $1.3 
million  for  a  four  months '  period  during 
FY  1968. 

(2)  Consolidated  gasoline/petroleum  procurements 
increase  net  profits  $5.8  million  per  year 
according  to  AAFES.  Such  consolidated  pro¬ 
curements  can  also  be  made  without  the  im¬ 
plementation  of  an  area  concept,  but  a  con¬ 
solidated  area  environment  stimulates  such 
actions. 

(3)  AAFES  estimates  that  consolidated  food  pro¬ 
curement  under  the  ASC  concept  represents  a 
net  profit  benefit  of  $1.2  million  annually. 

(4)  AAFES  reports  that  national  contracts  have 
resulted  in  some  distinct  price  advantages 
to  the  customer.  (See  Table  2,  Section  IV.  B) . 

(5)  System-wide  centralized  procurement  permits 
the  aggregation  of  a  relatively  few,  highly 
qualified  buyers,  each  of  whom  can  concen¬ 
trate  on  a  fewer  number  of  items,  thus  build¬ 
ing  an  in-depth  procurement  competency.  On 
the  other  hand,  a  local  exchange  buyer  under 
a  decentralized  procurement  concept  is  usual¬ 
ly  charged  with  responsibility  to  procure 
hundreds  of  items.  Commercial  concerns  con¬ 
tacted  verified  the  advantages  of  centralized 
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buying,  and  the  buyer  capabilities  which  it 
fosters. 

(6)  Computer  applications  in  the  ASC's  have  made 
available  print-outs  of  all  selling  prices 
on  a  regular  basis.  This  resultant  visi¬ 
bility  has  highlighted  different  pricing  and 
costs  for  identical  items.  AAFES  reports 
that  net  savings  accrued  from  taking  action 
to  get  the  lowest  price  offered  resulted 

in  $1.5  million  savings  to  the  customer  in 
FY  '68. 

(7)  The  control  and  vi  ‘.bility  of  inventory 
which  has  resultec  from  the  ASC  concept  is 
providing  AAFES  with  an  opportunity  to  re¬ 
fine  and  streamline  stock  structures  to  the 
ultimate  advantage  of  the  customer.  Mark- 
downs  and  out-of-stock  instances  are  both 
decreasing  as  a  result  (see  Section  IV.  D) . 

(8)  The  advent  of  the  ASC  concept  in  AAFES  has 
increased  the  merchandise  availability  at 
the  point  of  sale.  Stock  availability  has 
moved  up  from  approximately  75%  to  85%,  with 
projections  to  achieve  90-95%.  A  recent 
commercial  study  indicated  that  for  every 
1%  increase  in  level  of  service  there  is  a 
corresponding  increase  in  sales  of  1%.  The 
study  also  estimates  that  a  customer  will 
spend  90$  on  impulse  buying  for  every  dollar 
spent  on  predetermined  requirements  if  a 
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■tore  Is  well  stocked. 

(9)  Centralized  compilation  and  distribution  of 
freight  rate  and  transportation  information 
for  geographic  areas  is  resulting  in  better 
decisions  as  to  transportation  modes  and 
costs.  AAFES  estimates  $5  million  annual 
savings  from  these  ref <r aments  on  a  contin¬ 
uing  basis. 

(10)  There  are  sizable  savings  in  freight  con¬ 
solidations  resulting  from  centralized 
inventory,  warehouse,  and  distribution  capa¬ 
bilities  at  Area  Support  Centers.  Consoli¬ 
dation  of  purchases  in  certain  supplier 
areas  designated  for  shipment  to  ASC  ware¬ 
houses  are  under  consideration  through  the 
Shippers  Association.  AAFES  estimates  that 
there  is  a  potential  savings  of  $1.5  million 
with  a  20-50%  reduction  in  transit  time  for 
those  items  shipped  cn  a  consolidated  basis. 

c.  Supplier  Relationships 

There  are  some  problems  associated  with  the 
establishment  of  the  ASC's  which  can  or  do  affect 
AAFES'  relationships  with  suppliers.  Some  of  these 
are  the  result  of  changing  from  a  decentralized  to  a 
more  highly  centralized  procurement  concept.  In  ef¬ 
fect,  the  distribution  middle  man  is  being  eliminated 
in  many  cases.  This  has  brought  cut  criticisms  of  the 
ASC  concept  from  those  who  are  adversely  affected. 

Our  investigations,  however,  indicate  that  the 
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companies  themselves,  which  supply  the  merchandise, 
are  not  adversely  affected  by  the  centralized  procure¬ 
ment  arrangement. 

The  emphasis  on  consolidation  of  requirements 
which  permits  AAFES  to  place  larger  volume  orders 
with  suppliers  tends  to  reduce  the  number  of  suppliers 
with  whom  AAFES  deals.  It  is  our  observation,  how¬ 
ever,  that  in  most  cases  the  larger  volume  orders  are 
competed  (except  in  the  cases  where  national  brand 
preference  is  an  overriding  factor)  and  all  qualified 
suppliers  are  given  a  fair  chance  to  participate  in 
the  competition.  Those  suppliers  who  lose  in  such 
competitions  have  voiced  objections  in  some  cases. 

d.  AAFES  Management  Control 

The  centralization  of  procurement  plus  the  advent 
of  area  management  and  control  of  inventories,  distri¬ 
bution,  and  operations  has  generated  sizable  head¬ 
quarters  organizations  in  Europe  (EES) ,  the  Pacific 
(PACEX) ,  and  in  Dallas  (AAFES) .  We  have  no  criteria 
by  which  to  judge  the  numbers  assigned  to  any  of  these 
headquarters  other  than  to  measure  the  total  effective¬ 
ness  of  the  AAFES  operation  after  a  reasonable  break- 
in  period.  The  effectiveness  of  these  headquarters  or¬ 
ganizations  is  ultimately  measured  by  comparing  (1) 
net  profits  generated,  (2)  dividends  paid  to  welfare 
and  recreation,  (3)  lower  retail  or  personal  service 
prices  to  consumers,  and  (4)  better  facilities,  more 
courteous  service,  and  a  host  of  other  intangibles. 
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It  soems  to  be  self-evident  that  in  a  business 
as  large  as  AAFES,  with  worldwide  operations,  there 
is  a  need  to  continually  evaluate  and  verify  the  size 
of  these  headquarters  organizations  and  their  contri¬ 
butions  to  the  management  process. 

e.  Military  Command  Relationships 

Figure  1  in  Section  III  shows  that  in  both  Europe 
and  the  Pacific  the  principal  points  of  liaison  with 
the  military  commands  in  those  areas  are  at  the  EES  and 
PACEX  headquarters  levels.  EES  and  PACEX  are,  in 
fact,  subordinate  commands  under  the  joint  administra¬ 
tion  of  both  Army  and  Air  Force  component  commands  in 
Europe  and  the  Pacific.  Close  liaison  exists  at  the 
area/regional  level  and  at  the  local  exchange  level, 
but  both  exchange  policy  and  command  desires  are 
formalized  at  the  major  component  command  level.  In 
both  Europe  and  the  Pacific  there  is  a  policy  and 
technical  relationship  between  the  overseas  headquar¬ 
ters  (EES  and  PACEX)  and  the  AAFES  headquarters  in 
Dallas.  We  examined  these  relationships  carefully  and 
found : 

(1)  AAFES  headquarters  is  generally  able  to  ex- 
erv.  all  the  influence  on  overseas  exchange 
affairs  that  is  needed  with  the  present 
policy  and  technical  relationships  between 
AAFES  headquarters  and  PACEX  and  EES. 

(2)  Under  the  present  arrangement  the  major  and 
subordinate  military  commands  in  both  Europe 
and  the  Pacific  believe  that  they  are  able  to 
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exercise  all  military  command  prerogatives 
needed  in  assuring  that  the  exchanges  are 
responsive  to  military  needs. 

(3)  Both  the  exchange  management  and  the  mili¬ 
tary  commands  in  Europe  and  the  Pacific 
believe  the  present  command  relationships 
are  well  founded,  adequate,  and  most  impor¬ 
tantly,  are  working  well. 

Within  CONUS  there  is  a  different  relationship. 

Each  exchange  reports  to  the  local  military  post  or 
base  commander  instead  of  to  the  ASC .  We  believe  that 
each  exchange  in  CONUS  should  report  directly  to  the 
ASC  for  the  following  reasons; 

(1)  The  concept  of  having  exchanges  report  direct¬ 
ly  to  their  area  offices  works  in  a  combat 
zone  (RVN) ,  it  works  in  other  overseas  areas 
in  both  Europe  and  the  Pacific,  and  should 
work  in  CONUS.  In  a  recent  (1  May  1968)  in¬ 
spection  of  AAFES  exchanges  made  jointly  by 
the  Army  and  Air  Force  Inspector  General's 
offices,  the  following  major  finding  was  re¬ 
ported;  "The  lack  of  authority  granted  to 
the  Area  Support  Center  chiefs  to  direct  the 
operations  of  the  exchange  managers  consti¬ 
tuted  a  management  gap  that  detracted  from 
the  efficient  and  effective  operation  of  the 
CONUS  exchange  system." 

(2)  The  Area  Support  Center  is  better  able  to 
plan  and  implement  a  stock  structure  and 
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exchange  operation  for  its  exchangee  than 
could  be  done  by  the  individual  exchangee. 

(3)  The  actual  degree  of  involvement  of  CONUS 
bate  or  atation  commandera  in  exchange  af¬ 
fairs  is  minimal,  since  logistics  support, 
long  supply  lines,  etc.,  are  not  normally 
a  problem  in  CONUS. 

There  is  an  argument  which  supports  the  status 
quo  in  CONUS  with  respect  to  command  relationships. 

Several  base  commanders  expressed  concern  that  an  ex¬ 
change  operation  is  less  likely  to  get  good  facilities 
and  maintenance  support  if  the  exchange  does  not  re¬ 
port  directly  to  a  base  commander. 

f .  CONCLUSIONS/RECOMMENDATIONS  -  AAFES  Operating  Concepts 

(1)  The  Area  Support  Center  concept  is  sound 

and  offers  both  AAFES  and  the  consumer  sig¬ 
nificant  advantages  and  future  opportunities 
for  increased  service  at  lower  cost  with  the 
following  reservations: 

(a)  AAFES  has  not  yet  reached  a  state  of 
refinement  in  determining  the  optimum 
number  of  CONUS  ASC's,  Pacific  regions, 
or  European  areas,  nor  have  they  de¬ 
termined  the  optimum  size  of  staffs 
supporting  these  operations. 

(b)  Physical  distribution  patterns  need 
considerable  study  and  refinement. 

These  must  be  done  on  an  item-by-item 
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basis  to  determine  maximum  efficiency 
and  response . 

(2)  present  command  relationships  with  military 
commands  in  the  Pacific  and  Europe  appear 
to  be  well  founded  and  workable.  In  CONUS, 
however,  we  believe  that  individual  ex- 
changes  will  be  more  responsive,  effective, 
and  profitable  if  directly  under  ASC  control. 

2.  Navy  Exchanges 

a.  General  Comments 

The  Navy  is  presently  operating  (or  is  planning 
to  operate)  under  two  different  concepts.  Figures  2 
and  3  show  these  organizational  structures  and  the 
reporting  relationships  now  in  existence.  At  the 
present  time  all  shore-based  Navy  exchanges  world¬ 
wide  are  operating  as  individual  exchanges,  except 
those  to  be  aggregated  under  the  Navy  Exchange  Service 
Center  at  San  Diego.  NSSO  headquarters  is  providing 
centralized  and  standardized  policy  and  technical  con¬ 
trols  in  the  form  of  general  accounting  and  financial 
statements,  CONUS  payroll,  employee  benefits,  contrac¬ 
tual  support,  merchandising  management,  operating 
manuals,  facilities  acquisition,  training  programs, 
etc.  The  individual  stores  generate  requirements  and 
stock  structures;  procure,  store,  and  distribute  mer¬ 
chandise;  and  operate  the  retail  and  service  outlets. 

It  has  been  a  long-standing  tradition  that  Navy 
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exchanges  report  directly  to  their  naval  installation 
commanders.  Their  relationship  with  NSSO  is  one  of 
policy  guidance  and  technical  direction  and  support 
which  is  expressed  as  a  dotted  line  in  Figure  3. 

The  Navy  apparently  recognized  that  individual 
exchange  operations  permitted  certain  duplications 
and  inefficiencies  which  could  be  eliminated.  There¬ 
fore,  they  developed  the  Navy  Exchange  Service  Center 
concept  and  decided  to  implement  it  on  a  pilot-run 
basis  in  the  San  Diego  area.  Projections,  economic 
trade-offs,  and  cost  estimates  were  prepared  about  18 
months  ago,  and  today  this  first  NESC  is  under  imple¬ 
mentation  in  that  area. 

b.  Customer  Benefits  and  Savings 

Previous  discussions  in  Section  IV  included  some 
advantages  and  projected  savings  expected  from  the 
newly  formed  Navy  Exchange  Service  Center.  Others 
include: 

(1)  Tables  22  and  23  summarize  expected  savings 
resulting  from  the  NESC  in  San  Diego.  The 
first  lists  projected  savings  by  function 
and  includes  both  personnel  and  dollar  ad¬ 
vantages.  Table  23  3hows  investment  and 
operating  costs  and  projects  a  comparison 
between  the  NESC  operation  and  a  summary 
of  the  individual  exchanges,  had  they  re¬ 
mained  as  they  were.  Total  annual  savings 
of  $527,000  are  indicated  which  the  Navy 
believes  are  conservative. 


NSSO  ESTIMATES  AND  PROJECTIONS  FOR 


THE  NAVY  EXCHANGE  SERVICE  CENTER  CONCEPT  AT  SAN  DIEGO 


COMPARI SON  OF  CAPITAL  CONSTRUCTION  AND  OPERATING  COSTS 


DESIGN  YEAR  FY  1970 


(For  Selected  Functions) 


Exchanges/ 
NESC  Operation 


ICapital  construction  i  Capital  Construction 


Capital  Construction 


Personnel 

Freight  Costs 
(FOB  Ship./Pt.) 

Truck  Operating  Expense 

Computer  Rental  and 
Supplies 

Building  Depreciation 
Total  Operating  Cost 


Annual  Savings  to  Navy 
Exchanges,  San  Diego 


$  1,120,000 


Operating  Costs 


$  1, 591,000 


$  1,304,000 


Operating  Costs 


$  1,080,000 


192,000 

17,000 


112.000* 


$  1,912,000 


96,000 

4,000 


75,000 


130.000 


.385.000 


527, 000 


*  Exchanges  under  individual  operations  are  normally  required 
to  amortize  cost  of  construction  within  three  years,  but  for 
this  comparison  the  cost  has  been  calculated  on  a  10-year 
basis  as  proposed  for  the  NESC. 
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(2)  The  NESC  break*  down  its  merchandise  into  " 

houae  controlled  merchandise"  and  "non-warehouse 
merchandise."  The  first  category  includes  about 
15%  of  the  stock  purchased.  Individual  store 
merchandising  personnel  choose  the  merchandise 
they  want?  the  NESC  buyers  then  perform  the  steps 
of  actual  placement  of  the  order  on  all  merchan¬ 
dise.  This  method  was  generated  to  reflect  the 
individual  stores '  desires  in  merchandise  and  to 
provide  those  stores  with  a  direct  contact  with 
suppliers'  representatives.  Suppliers  are  en¬ 
couraged  by  the  Navy  to  contact  the  stores  di¬ 
rectly  rather  than  the  NESC , 

LMI  believes  that  such  an  arrangement  is  too 
permissive  with  respect  to  stock  structures,  and 
will  not  make  the  best  use  of  the  most  highly 
qualified  buying  personnel.  The  NESC  plans  to 
have  a  merchandise  council,  but  this  council  will 
be  advisory  only  and  will  have  no  authority  over 
either  the  store  stock  structure  or  the  choice  of 
merchandise . 

(3)  A  brief  comparison  between  Navy  exchange  and  Navy 
commissary  operating  concepts  is  germane  to  this 
discussion.  The  commissaries  operate  under  ap¬ 
propriated  funds,  but  are  directly  under  the  line 
control  of  NSSO  headquarters  in  contrast  to  the 
policy  and  technical  relationship  between  NSSO 
and  the  Navy  exchanges.  An  area  consolidation 
of  Navy  commissaries  in  the  San  Francisco  Bay 
area  shows  annual  savings  of  $117,000.  No  sin¬ 
gle  outlet  was  eliminated,  and  yet  18  man  years 
were  saved  through  consolidated  procurement. 
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administration,  physical  distribution,  FDP,  etc. 

The  Navy  also  reports  other  commissary  benefits 

to  be: 

(a)  A  single  EDP  system  is  now  feasible;  it  can 
serve  seven  outlets  where  it  formerly  was 
not  economically  feasible  to  have  a  machine 
serving  one  store. 

(b)  The  single  procurement  system  can  achieve 
additional  volume  discounts  and  do  a  better 
job  for  less. 

(c)  Paper  work  is  reduced;  for  example,  there 
are  six  less  financial  reports  to  be  pro¬ 
cessed  at  the  Navy's  accounting  office  in 
Cleveland  as  a  result  of  the  consolidation. 

(d)  A  common  selling  price  can  be  administered 
for  common  items  throughout  a  geographical 
area . 

(e)  More  experienced  commissary  management  is 
now  available  to  all  commissaries  in  the 
area,  whereas  before  the  grade  and  experi¬ 
ence  of  management  personnel  assigned  to  a 
commissary  depended  upon  the  size  of  the 
outlet . 

(f)  There  has  been  no  loss  in  the  quality  of 
service  or  responsiveness  of  commissaries 
with  the  consolidation. 

c.  Military  Command  Relationships 

The  command  relationships  under  the  NESC  will  be  simi¬ 
lar  to  those  existing  under  the  separate  Navy  exchanges 
except  that  the  NESC  is  interposed  between  NSSO  and  the 
exchange,  with  NSSO  having  direct  control  over  the  NESC 
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(see  Figure  3) .  LMX  spent  considerable  tine  discussing 
these  relationships  both  with  exchanges  and  the  base  com¬ 
manders.  Our  thoughts  may  be  summarized  as  follows: 

(1)  There  Is  apparently  an  excellent  working  rela¬ 
tionship  between  most  of  the  present  exchange 
officers  and  their  base  commanders.  As  long  as 
the  Navy  exchanges  remain  as  separate  entities, 
not  consolidated  under  an  area  concept,  we  would 
see  no  reason  to  change  or  disturb  this  arrange¬ 
ment. 

(2)  In  the  NESC  concept,  however,  we  do  not  believe 
that  the  full  benefit  from  that  concept  can  be 
achieved  without  having  the  individual  exchanges 
report  directly  to  their  NESC’s.  Many  of  the 
same  reasons  recorded  for  direct  reporting  rela¬ 
tionships  of  AAFES '  CONUS  exchanges  are  also 
true  here. 

(3)  A  primary  factor  which  motivates  the  individual 
Navy  base  commander  to  retain  direct  control  of 
the  exchange  on  his  base  is  his  belief  that  he 
can  control  a  high  percentage  of  the  exchange 
generated  profit.  Present  profit  distribution 
practices  in  the  Navy  allow  local  commanders  to 
retain  and  distribute  a  considerable  portion  of 
profits  from  the  exchanges  without  having  those 
profits  first  go  through  an  approval  and  allo¬ 
cation  from  above.  The  base  commander  believes 
that  he  needs  this  freedom  in  order  to  satisfy 
demands  for  welfare  and  recreation  needs  on  his 
base.  This  process  is  described  and  discussed 
in  Section  VI. 
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e.  CONCLUSIONS/RECOMMENDATIONS  -  NSW  Exchange 

0 prating  Concepts  -™— —  — 

(1)  The  Navy  Exchange  Service  Center  concept 
offers  distinct  advantages  over  the  present 
Navy  methods  of  Individual  store  procurement, 
distribution,  and  operation. 

(2)  The  NESC  concept  would  be  more  effective  if 
the  procurement  function  were  truly  central¬ 
ized  under  the  NESC,  and  if  all  stock  struc¬ 
tures  and  buying  were  controlled  from  NESC. 

(3)  Present  command  relationships  between  individ¬ 
ual  Navy  exchanges  and  base  commanders  are  well 
understood  and  effective  for  that  concept  of 
operation.  However,  the  NESC  concept  will  be 
more  effective,  in  our  opinion,  if  all  exchanges 
in  an  NESC  area  report  directly  to  the  NESC,  and 
the  NESC,  in  turn,  reports  directly  to  the  NSSO 
headquarters  as  planned. 

3.  Marine  Corps  Exchange  Operating  Concepts 
a.  General  Comments 

The  Marine  exchanges  have  had  very  little  change  in 
their  decentralized  operating  c  <ncept  for  many  years. 

The  individual  exchanges  are  the  most  autonomous  qf  any 
in  the  DoD.  The  small  staff  in  Washington  provides  policy 
and  coordination,  but  the  exchanges  essentially  generate 
requirements,  buy,  distribute,  and  operate  on  an  individ¬ 
ual  basis. 


b 


Customer  Benefits 


Since  the  Marine  exchanges  have  not  initiated  any 
new  organizational  concepts  on  a  formalized  or  world* 
wide  basis,  there  is  no  basis  for  "before"  and  "after" 
comparisons. 

The  Marines  have  taken  initial  steps  to  consolidate 
certain  functions  on  an  area  basis  which  would  indicate 
their  recognition  of  some  of  the  advantages  of  an  area 
concept.  In  January  1968  the  Marines  placed  all  West 
Coast  payroll  operations  under  the  direction  of  Camp 
Pendleton.  The  computer  at  Pendleton  is  used  to  write 
and  distribute  all  West  Coast  exchange  employees'  pay¬ 
roll  checks.  The  Marines  do  not  yet  have  information 
that  indicates  the  relative  costs  of  this  method. 
However,  they  are  satisfied  with  the  results  so  far, 
as  indicated  by  the  fact  that  all  Marine  exchange  West 
Coast  fiscal  operations  are  presently  being  programmed 
for  the  Camp  Pendleton  computer.  If  the  results  prove 
successful,  plans  will  be  made  to  proceed  with  the  area 
consolidation  of  other  functions,  such  as  procurement 
and  inventory  management . 

Other  areas  present  similar  potential,  in  South 
Carolina,  Parris  Island  and  Beaufort  are  possibilities, 
as  are  Cherry  Point,  Camp  Lejeune,  and  New  River  in 
North  Carolina.  In  th<  Norfolk  area  the  Marine  Bar¬ 
racks  and  Fleet  Marine  Force,  Atlantic,  are  candidates, 
and  in  the  Washington,  D.  C.  area  Quantico,  the  Marine 
Barracks,  and  Henderson  Hall  might  benefit  from  a  con¬ 
solidation. 
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c.  Military  Command  Relationships 

The  Marine  exchanges  have  a  long-standing  tradi¬ 
tion  of  reporting  directly  to  the  base  or  station 
commander.  These  relationships  are  rigidly  adhered 
to,  and  we  observed  that  there  was  no  question  what¬ 
soever  as  to  the  responsibilities  and  authorities  of 
each  in  exchange  matters.  As  a  result,  the  base  com¬ 
manders'  logistics  support  of  exchanges  is  reported 
to  be  excellent.  The  Marines  believe,  and  have  so 
recommended  to  AAFES  in  Vietnam,  that  in  combat  areas 
particularly,  the  best  logistics  support  of  exchanges 
is  achieved  through  having  those  exchanges  report 
through  the  local  logistics  troop  commander. 

d.  CONCLUSIONS /RECOMMENDATIONS  -  Marine  Exchange 

Operating  Concepts 

(1)  The  present  decentralized  Marine  Exchange 
concept  is  working  well  and  is  responsive 
to  Marine  military  commands.  However,  we 
believe  that  distinct  opportunities  exist 
in  area  consolidations  of  certain  functions, 
some  of  which  the  Marines  are  already  test¬ 
ing  at  Camp  Pendleton. 

4.  OSD  -  Present  Involvement  in  Exchange  Affairs 
a .  Discussion 

At  the  present  time  there  is  relatively  little 
involvement  of  OSD  staff  groups  in  exchange  matters 
except  in  OASD(Manpower  and  Reserve  Affairs)  and 
OASD(Installations  and  Logistics)  .  In  OASD(M&RA) 
the  Deputy  Assistant  Secretary  for  Military  Personnel 
Policy  has  a  small  staff  of  two  persons  assigned  to  all 
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resale  activities,  which  include  both  exchanges  and 
commissaries.  This  staff  is  the  principal  focal  point 
for  exchange  policy  matters  at  the  OSD  level. 

In  previous  subsections  of  Section  IV,  we  have 
outlined  certain  policy  needs  and  changes  which  we 
believe  to  be  in  the  best  interests  of  the  Department 
of  Defense.  Implementation  of  these  CONCLUSIONS/ 
RECOMMENDATIONS  will  require  greater  involvement,  from 
a  policy  standpoint,  of  several  OSD  staff  groups,  par¬ 
ticularly  OASD (I&L)  ,  OASD  .M&RA)  ,  OASD [Comptroller) , 

OASD (Administration)  and  the  office  of  the  DoD  General 
Counsel.  Each  of  the  above  OSD  staff  groups  has  an 
established  practice  of  monitoring  policy  concerning 
other  activities,  and  we  believe  that  such  practices 
could  be  extended  to  include  policy  needs  of  the  ex¬ 
changes.  However,  we  suggest  that  the  overall  coordi¬ 
nation  of  these  efforts  be  focused  in  OASD (M&RA) . 

We  have  also  observed  that  the  three  exchange 
services  are  often  not  using  the  OASD  .M&RA)  staff 
in  situations  where  they  might  be  of  considerable 
assistance.  In  many  cases  exchange  problems  are  brought 
to  their  attention  by  sources  outside  the  Defense  De¬ 
partment,  in  effect  making  their  role  that  of  a  problem 
solver  rather  than  a  problem  preventer. 

b.  CONCLUSIONS /RECOMMENDATIONS  •  OSD  Involvement 

(1)  The  OSD  focal  point  for  exchange  policy 
matters  should  remain  m  OASD (M&RA) ,  but 
each  OSD  functional  staff  group  should  extend 
its  established  practice  of  developing 
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and  monitoring  functional  policy  to  include 
exchange  activitiee. 

(2)  The  exchange  services  should  make  greater  use 
of  OAf  (M&RA)  in  problems  which  pertain  to 
all  exchange  services  or  relate  to  other 
elements  of  the  government  outside  the 
Department  of  Defense. 


V.  ORGANIZATIONAL  ALTERNATIVES 


A.  INTRODUCTION 

The  task  order  specifically  asks  the  Institute  to  "develop 
optimum  organizational  structures  considering  good  management, 
sound  retailing,  and  best  customer  service  .  .  .  .  "  The  facts 
and  analyses  presented  in  Section  IV,  while  not  conclusive,  are 
highly  convincing  that  significant  benefits  and  advantages  would 
accrue  through  consolidations  of  certain  functions  and  centrali¬ 
zation  of  others.  By  consolidation  we  mean  the  aggregation  of 
separate  but  like  functions,  usually  at  the  area  level.  By  cen¬ 
tralization  we  mean  the  performance  of  a  function  under  head¬ 
quarters  control,  even  though  elements  of  that  centralized  func¬ 
tion  may  be  physically  located  away  from  the  central  headquar¬ 
ters  . 

We  have  stated  before  that  we  believe  that  the  three  ex¬ 
change  services  are  presently  providing  a  responsive  service  to 
their  customers  and  are  producing  profits  and  welfare  contribu¬ 
tions  in  fulfillment  of  their  missions.  We  therefore  approach 
any  suggestions  of  major  changes  in  their  operating  structures 
with  caution.  However,  LMI ' s  task  to  propose  an  optimum  organi¬ 
zational  structure  requires  us  to  suggest  alternatives  to  the 
present  method  of  operating  which  we  believe  would  make  the  ex¬ 
changes  more  responsive  and  profitable.  This  section  identifies 
and  evaluates  alternatives. 
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B.  OVERVIEW  OP  ORGANIZATIONAL  ALTERNATIVES 

It  appears  to  LMI  that  there  are  three  major  organization¬ 
al  alternatives  open  to  the  DoD  In  operating  the  exchanges! 

1.  Alternative  A 

The  three  major  exchange  services,  Army-Air  Force, 
Navy,  and  Marine  Corps,  could  remain  organizationally 
separate  as  they  are  today.  However,  certain  policies, 
procedures,  formats,  and  functions  in  all  three  services 
could  be  standardized  or  changed  to  increase  their  respon¬ 
siveness  and  reduce  their  operating  costs. 

2.  Alternative  B 

The  three  present  exchange  services  could  be  reduced 
to  two  by  combining  the  Navy  and  Marine  systems  into  one 
service.  In  addition  standardization  of  certain  policies, 
procedures,  formats,  and  functions  could  be  included  as 
noted  in  Alternative  A  above. 

3.  Alternative  C 

The  three  present  exchange  services  could  be  combined 
into  one  DoD-wide  exchange  service  under  several  possible 
arrangements  s 

Alternative  C  (1) 

The  combination  could  be  administered  and  opera¬ 
ted  as  a  joint  exchange  service  reporting  through  a 
board  or  council  jointly  to  the  chief  of  Staff  of  the 
Army,  the  Chief  of  Staff  of  the  Air  Force,  the  Chief 
of  Naval  Operations,  and  the  Commandant  of  the  Marine 
This  would  be  similar  in  some  respects  to  the 


Corps . 
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joint  exchange  service  arrangements  under  which  the 
present  Army-Air  Force  Exchange  Service  operates. 

Alternative  C  (2) 

The  combination  could  be  operated  as  an  agency 
of  the  Defense  Department,  reporting  directly  to  the 
Secretary  of  Defense,  and  with  an  advisory  board  or 
council  composed  of  representatives  from  each  of  the 
military  services  and  the  commercial  segment  of  in¬ 
dustry. 

Alternative  C  (3) 

The  combination  could  be  structured  as  a  wholly 
owned  government  corporation.  In  this  case  also  we 
envision  a  board  or  council  similar  in  composition  to 
that  noted  in  Alternative  C  (2)  above. 

All  options  under  Alternative  C  would  include  stan¬ 
dardization  of  certain  policies,  procedures,  formats,  and 
functions  as  noted  in  Alternatives  A  and  B. 

C.  CRITERIA  USED  IN  SELECTING  AN  ALTERNATIVE 

A  principal  theme  throughout  the  study  has  been  the  emphasi 
on  the  primary  exchange  mission  -  that  of  providing  maximum  bene 
fit  and  service  to  the  military  serviceman.  This  is  carried  for 
ward  into  this  section  and  predominates  over  all  other  criteria. 

To  evaluate  the  alternatives  we  developed  and  attempted  to 
apply  other  criteria.  Both  tangible  and  intangible  factors 
come  into  play.  In  some  cases  criteria  are  quantifiable;  others 
depend  partially  or  even  wholly  on  past  experience  and  judgment. 
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The  following  are  the  principal  criteria  conaideredi 

1.  Responsiveness  of  the  exchange  organization  to  ita 
primary  miaaion  (  aa  noted  above) . 

2.  Eatimated  hard  core  coat  aavinga  which  are  measurable 
and  reasonably  certain  of  achievement. 

3.  Eatimated  coat  benefits  that  have  leas  likelihood  of 
realization  or  are  leas  susceptible  to  measurement. 

4.  Organizational  interfaces  with  a  military  command 
structure. 

5.  Balance  of  military  vs.  civilian  management. 

6.  Flexibility  to  meet  operational  emergencies. 

D.  EVALUATION  OF  OP  JANIZATIONAL  ALTERNATIVES 

1 .  Alternative  A  -  (Three  separate  exchange  services 
with  common  policies,  procedures,  formats,  and 
practices) 

A  review  of  conclusions  drawn  in  Section  IV  indicates 
that  common  DoD-wide  policies  or  procedures  or  both  will 
benefit  every  one  of  the  dozen  or  more  functional  areas 
which,  in  the  aggregate,  make  up  the  present  exchange  serv¬ 
ices.  Table  24  on  the  following  pages  summarizes  the  key 
elements  of  each  function  and  denotes  whether  common 
policies  and  procedures  are  suggested.  Over  90%  of  those 
listed  call  for  common  policies  and  over  60%  call  for  com¬ 
mon  procedures.  Alternative  A,  therefore,  would  require 
joint  task  groups  to  consider  changes  which  would  affect 
virtually  all  exchange  functions.  A  point  of  coordination 
for  such  reviews  would  be  required  and  there  appears  to  be 
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TABLE  24 

SUMMARY  OF  COMMON  POLICY  AND  PROCEDURAL  NEEDS 


FUNCTIONAL  DISCUSSIONS 
(Section  IV) 

COMMON 

POLICIES 

SUGGESTED 

COMMON 

PROCEDURES 

SUGGESTED 

A.  MISSION  STATEMENTS 

X 

B .  PROCUREMENT 

Policies  &  Regulations 

X 

Pricing  Bulletins 

X 

X 

Clinics 

X 

X 

National  Contracts 

X 

X 

Equipment  Procurement 

X 

X 

Small  Business  Participation 

C.  PRICING 

Policies 

X 

Retail  Markup  Guide 

X 

X 

Personal  Services  Pricing 

X 

X 

D.  INVENTORY  MANAGEMENT 

Stock  Assortments/Structures 

X 

X 

Merchandise  Item  Coding 

X 

X 

Supplier  Coding 

X 

X 

Retail  Dept .  Breakout 

X 

X 

E.  QUALITY  ASSURANCE 

Policy 

X 

Standards 

X 

X 

Testing  Facilities 

X 

X 

Supplier  Quality  Performance 

Files 

X 

X 
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TABLE  24  (CO NT. ) 

SUMMARY  OF  COMMON  POLICY  AND  PPOCEDURAL  NEEDS 


FUNCTIONAL  DISCUSSIONS 
(Section  IV) 


F.  PHYSICAL  DISTRIBUTION 


COMMON 

POLICIES 

SUGGESTED 


COMMON 
PROCEDURES 
SUGGESTED 


Policy 

Distrib.  Patterns  for  Same 
Category  of  Merchandise 
Warehouse  Improvements 
Transportation 


X 

X 

X 

X 


X 

X 


G.  FINANCIAL  MANAGEMENT 


Policies 

General  Accounting  Formats 
(Opn.  Statements/Bal. 
Sheets) 

Borrowing  Practices 
Discount  Practices 
Other  Accounting  Practices 
Audit  Practices 


X 

X 


X 

X 

X 

X 


X 


X 

X 

X 

X 


H.  EDP 

Policy 

Systems  Development 

Equipment 

Programs 

I.  FACILITIES  &  ENGINEERING 

Policies 

Planning 

Criteria 


TABLE  24  (COOT.) 

SUMMARY  OF  COMMON  POLICY  AND  PROCEDURAL  MEEDS 
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FUNCTIONAL  DISCUSSIONS 
(Section  IV 

COMMON 

POLICIES 

SUGGESTED 

COMMON 

PROCEDURES 

SUGGESTED 

J.  RETAIL.  FOOD.  SERVICES  &  CONCESS. 

Retail 

X 

Food 

X 

X 

Services 

X 

Concessions  Criteria 

X 

X 

K.  PERSONNEL  MANAGEMENT 

Use  of  Military  Personnel 

X 

Salaries,  Wages  &  Benefits 

X 

X 

Selection,  Hiring,  Transfer, 

Termination 

X 

X 

Career  Patterns 

X 

X 

Job  Classifications  &'  Coding 

X 

X 

Training  Programs 

X 

X 

L.  PLANNING 

Long  Range  Master  Plans 

X 

Contingency/Rraerg.  Planning 

X 

M.  LEGAL  SUPPORT 

Policy 

X 

Claims 

X 

X 

202 


no  suitable  point  abort  of  080  itaalf.  It  would  appear 
more  appropriate  to  have  OSO  concern  itaelf  with  policy 
and  guidelines,  leaving  implementation  atudiea  and  actiona 
to  be  accompliehed  at  the  exchange  level.  We  believe, 
therefore,  that  Alternative  A  would  be  cumberaome  to  im¬ 
plement  and  the  raaulta  would  be  uneven  and  alow  to  achieve. 

2 •  Alternative  B- (Combine  Navy  and  Marina  exchangee  and 
introduce  common  policiea.  procedurea.  formate,  and 
practicea  aa  noted  in  Alternative  A) 

A  dominating  factor  in  Alternative  B  involves  the 
relative  sizes  of  the  three  exchange  systems.  AAFES  con¬ 
tributes  about  73*  of  total  exchange  sales,  NSSO  about  22%, 
and  the  Marines  a  little  under  5%.  These  figures  indicate 
that  Alternative  B,  a  Navy-Marine  combination,  would  have 
relatively  small  total  impact  when  measured  against  DoD 
exchange  services  as  a  whole.  Such  a  move  might  be  justi¬ 
fied  if  the  initiative  for  it  came  from  the  Marines  out  of 
a  desire  to  make  more  extensive  use  of  NSSO  centralized 
and  area  services  than  is  now  the  case.  We  cannot  recommend 
it  on  the  basis  of  this  DoD-wide  exchange  study. 

3 .  Alternative  C- (Combination  of  the  three  present  ex¬ 
change  services  into  one  joint  exchange  service  for 
the  Armed  Forces) 

This  alternative  is  admittedly  a  sweeping  one.  It 
is  also  a  straightforward, one-*  we  believe  that  it  offers 
the  optimum  and  probably  the  only  way  to  achieve  the 
benefits  described  in  Section  IV.  In  addition  it  provides 
an  environment  for  the  reduction  or  elimination  of 
redundancy  among  the  three  present  exchange  services. 
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In  broad  terms  Alternative  C  calls  for  (1)  procurement 
operations  centralized  at  the  headquarters  and  the  inter¬ 
mediate  headquarters  levels,  (2)  centralized  general  ac¬ 
counting  and  capital  management,  and  (3)  area  responsibility 
for  stock  structures,  physical  distribution,  inventory 
management,  and  cost  accounting.  Local  exchange  responsi¬ 
bilities  include  generation  of  requirements  and  operation 
of  the  retail  and  service  outlets. 

Two  variations  of  Alternative  C  are  depicted  in 
Figures  8  and  9.  Each  consists  of  a  central  headquarters; 
intermediate  headquarters  in  CONUS,  Europe,  and  the  Pacific; 
area  distribution  and  operation  offices;  and  the  individual 
exchanges  as  shown.  They  vary  only  in  their  reporting  re¬ 
lationships  to  higher  military  authority. 

In  consonance  with  what  appears  to  be  a  very  workable 
present  relationship  between  the  Army  and  Air  Force,  we 
have  depicted  Alternative  C  (1)  in  Figure  8  in  which  the 
combined  exchange  service  reports  jointly  to  the  Chief  of 
Staff  -  Army,  Chief  of  Staff  -  Air  Force,  Chief  of  Naval 
Operations,  and  the  Commandant  -  Marine  Corps.  This  could 
be  done  through  a  "board  of  directors"  as  shown  (and  as  is 
the  present  case  with  AAFES) ,  or  could  be  accomplished 
through  some  other  arrangement  agreeable  to  the  four  mili¬ 
tary  services. 

Figure  9  shows  Alternative  C  (2)  with  an  identical 
single  exchange  organization,  but  presents  a  different  re¬ 
porting  arrangement;  in  this  case  directly  to  the  Secretary 
of  Defense,  in  much  the  same  relationship  as  the  Defense 
Supply  Agency  is  today. 
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The  command  structure  f or  the  exchange  system  is  out¬ 
lined  in  Figures  8  and  9.  The  only  difference  between  the 
two  is  at  the  top  of  the  structure.  Figure  8  depicts  the 
joint  exchange  system  concept  and  Figure  9  depicts  the 
Defense  Agency  concept.  The  overseas  theater  structures 
shown  are  analagous  to  those  which  now  exist  in  AAFES  in 
Europe  and  the  Pacific.  We  recommend  a  change  in  command 
structure  for  CONUS  which  is  reflected  in  Figure.  8  and 
Figure  9.  We  show  a  direct  command  line  from  the  exchange 
headquarters  to  CONUS  areas  and  exchanges .  There  is  no 
unified  or  single  military  command  for  CONUS.  We  believe 
that  military  command  desires  in  CONUS  would  be  adequately 
reflected  in  exchange  activities  by  means  other  than  plac¬ 
ing  the  exchanges  under  the  command  of  the  military  line. 

With  regard  to  the  relationships  between  the  exchanges 
and  the  military  commands  they  serve,  we  find  it  difficult 
to  adequately  portray  the  authorities  and  responsibilities 
of  each  with  dotted  and  solid  lines  on  an  organization  chart . 
We  also  believe  that  we  should  not  recommend  specific  au¬ 
thorities  and  responsibilities  in  overseas  theaters  since 
they  concern  the  authorities  of  the  theater  commander  in¬ 
volved  and  hence  involve  considerations  beyond  the  scope  of 
this  study.  We  examined  these  relationships  in  some  detail 
and  are  recording  here  the  working  relationships  established 
by  the  U.  S.  Army  -  Pacific,  U.  S.  Air  Force  -  Pacific,  and 
the  Pacific  Exchange  System;  an  arrangement  which,  by  all 
reports,  is  well  established  and  effective. 

With  regard  to  exchange  operations,  the  subordinate 
military  commanders  of  U.  S.  Army  -  Pacific  (USARPAC)  and 
U.  S.  Air  Force  -  Pacific  (PACAF)  have  responsibility  tos 
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•  Establish  exchanges 

•  Determine  scope  of  service 

e  Set  hours  of  operations 

e  Provide  buildings  and  facilities 

e  Evaluate  responsiveness  to  mission 

e  Control  patronage 

e  Investigate  losses 

e  Supervise  public  relations 

e  Assist  in  inventory  taking 

e  Provide  security  and  fire  protection 

e  Designate  exchange  liaison  officer 

Under  the  same  direction  the  Commander  -  PACEX  has 
the  responsibility  tos 


e  Meet  established  standards  of  service 

e  Prepare  financial  plans  and  budgets 

e  Achieve  profit  objectives 

e  Review  and  act  on  financial  and  management 
reports 

e  Achieve  maximum  management  efficiency 
e  Provide  common  support 

e  Establish  check  cashing  policy 

e  Determine  stock  assortment 

e  Provide  for  capital  expenditures 
e  Take  inventories 

e  Provide  exchange  personnel 

This  division  of  responsibilities  in  the  Pacific  area 
is  also  representative  of  actual  working  relationships 
between  military  commands  and  AAFES  exchanges  in  Europe. 
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Summarizing  the  advantage*  and  diaadvantagea  of 
Alternative  Ci 

a .  Advantage* 

(1)  This  alternative  would  create  an  organiza¬ 
tional  environment  wherein  the  direction 
and  implementation  of  common  policies  and 
procedures  would  be  straightforward. 

(2)  This  alternative  also  paves  the  way  for 
elimination  of  overlapping  and  redundant 
operations  among  the  three  services. 

(3)  There  may  be  significant  cost  savings  each 
year  if  Alternative  C  is  adopted.  There 
are  several  past  examples,  plus  some  in¬ 
tangibles,  which  lead  LMI  to  believe  that 
cost  advantages  should  accrue  in  the  future. 

The  rejoining  of  Army  and  Air  Force 
exchanges  in  Europe  in  1964,  after  nearly 
ten  years  of  separation,  produced  cost  and 
personnel  reductions  estimated  at  25%,  which 
have  been  recorded  in  Appendix  I.  In  addi¬ 
tion,  AAFES'  EES  has  reported  that  many 
advantages  have  accrued  which  were  intangi¬ 
bles  at  the  time  of  the  merger.  At  uhe 
time  of  the  merger  redundancies  and  rising 
operating  costs  triggered  the  decision  to 
merge . 

A  further  example  of  multi-service  ex¬ 
change  operation  exists  today  in  Vietnam. 
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AAPE8  is  far  from  having  resolved  all  of 
the  exchange  problems  in  that  area,  but  high 
commanders  of  all  military  services  in  the 
Pacific  reported  to  LMI  that  the  AAFES  serv¬ 
ice  was  Satisfactory  and  improving.  There 
is  no  way  to  prove  the  point,  but  the  weight 
of  logic  suggests  that  a  single  operation 
serving  all  military  services  in  Vietnam  is 
more  efficient  than  having  three  or  four 
exchange  services  operating  in  that  area. 

(4)  The  Hubbell  study  (previously  referenced  in 
Table  9)  suggests  that  the  exchanges  be 
self-sufficient  in  providing  their  own  faci¬ 
lities,  etc.  A  combined,  single  exchange 
service  would  provide  the  opportunity  for 
minimum  redundancy  of  capital  expenditures 
for  exchange  facilities. 

(5)  A  single  exchange  service  provides  the  op¬ 
portunity  for  maximum  management  visibility 
by  the  Office  of  the  Secretary  of  Defense. 
Visibility  at  this  level  is  desirable  as  the 
importance  of  the  exchange  operations  to  the 
servicemen  and  their  dependents  increases. 

is»)  The  growing  need  for  emergency  and  contin¬ 
gency  planning  in  the  exchanges  leads  to 
the  conclusion  that  such  planning  could  be 
accomplished  with  greater  ease  and  effective¬ 
ness  if  done  under  a  single  exchange  service. 
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b .  Pis advantages 

(1)  Evan  though  tha  axchange  services  have 
similar  and  even  identical  functions  in 
many  respects,  the  reorganization  called 
for  in  Alternative  C  would  be  a  major  under¬ 
taking.  Such  reorganizations,  even  when 
carefully  planned,  involve  substantial  tem¬ 
porary  costs.  Also,  they  often  divert  the 
attention  of  key  individuals  from  their 
normal  management  and  operating  responsibil¬ 
ities,  a  fact  which  might  temporarily  affect 
the  overall  responsiveness  of  the  exchanges . 

(2)  A  combination  of  the  three  present  exchange 
services  into  one  could  possibly  have  an  ad¬ 
verse  effect  on  service  morale,  unless  there 
is  a  carefully  planned  program  to  inform  all 
personnel  of  all  services  what  is  and  is  not 
going  to  be  done  in  the  reorganization. 

(3)  There  are  sufficient  variations  among  the 
Army,  Navy,  Air  Force,  and  Marine  profit 
distribution  systems  to  present  a  possible 
problem  to  any  reorganization  calling  for  a 
single  exchange  service,  unless  carefully 
planned. 

(4)  The  contoination  of  the  three  exchange  serv¬ 
ices  into  one  might  be  viewed  by  some  as  the 
creation  of  a  large  and  unwieldy  business 
entity.  It  is  true  that  the  combination 
would  total  some  $3  billion  per  year  in 
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sales,  but  almost  thraa  fourths  of  the  com¬ 
bined  sales  are  presently  accounted  for  by 
one  of  the  present  exchange  services. 

4.  The  Government  Corporation  Concept 

The  applicability  of  the  government  corporation  con¬ 
cept  to  the  military  exchanges  is  discussed  in  some  detail 
in  Appendix  H.  As  noted  in  that  appendix,  the  corporation 
concept  only  becomes  a  feasible  alternative  if  the  DoD  de¬ 
cides  that  the  exchange  systems  should  be  set  up  as  one 
or  more  discrete  organizational  entities  with  a  clear 
management  chain  extending  from  the  central  headquarters 
down  to  the  individual  exchanges;  and  with  the  authority 
of  military  commanders  over  the  exchanges  defined  as  some¬ 
thing  less  than  "command." 

The  organizational  alternative  suggested  by  LMI  falls 
short  of  that  required  by  the  corporation  concept  in  that 
an  uninterrupted  management  chain  is  not  recommended  from 
the  central  exchange  headquarters  to  the  overseas  exchanges. 
We  should  make  it  clear  that  we  are  not  recommending  against 
an  uninterrupted  management  chain,  but  believe  that  the 
scope  of  our  study  was  much  too  narrow  to  enable  us  to  under¬ 
stand  and  evaluate  the  consequences  of  sucl*  a  change. 

Should  the  DoD  wish  to  endow  the  exchange  system (s) 
with  certain  capabilities  and  to  impose  upon  them  certain 
constraints  which  are  now  lacking,  and  which  are  attainable 
through  the  corporate  form  of  organization,  it  may  wish  to 
consider  going  beyond  the  LMI  recommendations  and  organizing 
the  exchange  system(s)  in  a  manner  which  would  make  incor¬ 
poration  possible. 
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The  question  whether  the  exchange  system (s)  should  be 
given  the  capabilities  and  made  subject  to  the  constraints 
involves  policy  considerations  outside  the  scope  of  the 
present  LMI  management  study  and  hence  we  make  no  recom¬ 
mendation  on  that  point.  The  principal  capabilities  and 
constraints  are: 

(a)  Inclusion  of  the  exchange  system (s)  budget  in 
the  Federal  Budget  as  a  business-type  budget. 

(b)  Audit  of  exchange  operations  by  the  Comptroller 
General  of  the  United  States. 

(c)  The  option  of  depositing  funds  with  the  Treasurer 
of  the  United  States  or  in  private  banks. 

(d)  The  ability  to  sue  and  be  sued,  and  to  enter  into 
contracts  and  acquire  and  dispose  of  property  in 
its  own  name. 

(e)  The  power  to  determine  the  character  of  and  the 
necessity  for  its  expenditures,  and  the  manner 
in  which  they  shall  be  incurred,  allowed,  and 
paid. 

(f)  The  ability  to  borrow  funds  from  the  U.  S. 
Treasury  to  meet  working  capital  requirements, 
including  funds  needed  to  meet  a  military  emer¬ 
gency  or  to  modernize  or  construct  new  facilities. 

(g)  The  authority  to  use  and  reuse  its  revenues. 

(h)  The  authority  to  make  payments  in  lieu  of  taxes 
to  state  or  local  governments. 
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E.  CONCLUSIONS/RECOMMENDATIONS  -  Organizational  Alternative 

1.  LMI  concludes  that  the  optimum  form  of  organization 
for  Department  of  Defense  military  exchanges  would 
be  a  single  Armed  Forces  Exchange  Service  with  all 
military  exchange  activities  combined  under  one  cen¬ 
tral  headquarters  (Alternative  c) . 

2.  LMI  makes  no  recommendation  as  to  which  option  should 
be  chosen  under  Alternative  C.  There  are  considera¬ 
tions  beyond  the  scope  of  this  task  which  would  dic¬ 
tate  a  decision  one  way  or  the  other. 

3.  A  theater  commander's  authorities  are  not  an  appro¬ 
priate  subject  for  study  in  connection  with  a  review 
of  military  exchange  management.  LMI  familiarized 
itself  with  the  manner  in  which  the  exchange  systems 
have  been  organized  and  operate  in  Europe  and  in  the 
Pacific  under  CINCEUR  and  CINCPAC.  The  organization¬ 
al  arrangement  in  each  theater  is  described  as  satis¬ 
factory  by  the  operational  commanders  concerned  and 
appears  to  LMI  to  be  conducive  to  responsive  and 
efficient  exchange  operations.  Unless  sub-alternative 
C  (3)  were  adopted,  implementation  of  Alternative  C 
would  not  of  itself  affect  the  organizational  ar¬ 
rangements  in  either  thoater. 
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F.  OSD  RESPONSIBILITIES 

Section  XV.  N.  included  an  evaluation  of  the  preaent  role 
of  OSD  in  exchange  affaire.  In  implementing  any  one  of  the 
alternatives  described  heretofore,  we  envision  OSD's  role  to 
be  quite  similar  to  their  present  functions,  but  with  increased 
emphasis  by  the  various  OSD  staff  groups  on  the  development  and 
implementation  of  exchange  policies. «  Ve  believe  that  OSD  (Man¬ 
power  and  Reserve  Affairs)  staff  is  the  logical  place  in  which 
to  develop  and  coordinate  broad  exchange  policy  and  contacts 
with  other  government  elements  outside  the  Department  of  Defense. 


VI.  OTHER  N ON-APPROPRIATED  FUND  ACTIVITIES 


A.  INTRODUCTION 

This  section  of  the  report  is,  in  a  sense,  separable  from 
the  earlier  sections.  It  is  not  directly  associated  with  ex¬ 
change  operations  to  which  the  major  thrust  of  the  report  is 
directed.  The  purpose  of  this  section  is  to  review  briefly  the 
operations  of  other  morale  type  activities  which  operate  with 
non-appropriated  funds.  These  include  officers',  non-commissioned 
officers',  and  enlisted  men's  open  messes,  other  sundry  fund 
operations,  liquor  funds,  and  welfare  and  recreation  activities 
which  are  more  specifically  described  later  in  this  section.  We 
have  not,  in  this  study,  undertaken  to  evaluate  the  operations 
of  these  other  non-appropriated  fund  activities,  Lut  have  looked 
at  them  only  in  their  relationships  to  the  exchange  services. 

1.  MI  Mission 

LMI's  purpose  in  examining  these  other  non-appropriated 
fund  activities  has  been  to  identify  the  interfaces  and 
interrelationships  which  exist  between  them  and  the  exchanges 
and  to  evaluate  the  impact  of  the  exchange  conclusions/ 
recommendations  upon  these  other  non-appropriated  fund 
activities . 

The  interfaces  which  have  been  identified  are  in  the 
following  areas. 

a.  Procurement  from  Exchanges 

Non-appropriated  fund  activities  occasionally 
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purchase  items  from  exchanges.  This  interface  high¬ 
lights  the  extent  to  which  the  exchanges  could  be  more 
responsive  to  needs  of  these  other  non-appropriated  fund 
activities'. 

b.  Procurement  from  Other  Sources 

Procurement  practices  of  non-appropriated  fund 
activities  cover  purchases  for  their  own  use  and  for 
resale.  The  methods  and  sources  of  procurement  are  of 
particular  interest  in  this  interface. 

c.  Resale  Activities 

Non-appropriated  fund  activities  other  than  the 
exchanges  also  sell  food  and  merchandise.  Some  of  these 
sales  duplicate  the  exchange  function,  and  seme  do  not. 
This  interface  is  concerned  with  the  extent  of  this 
duplication  and  examines  the  desirability  of  maintain¬ 
ing  multiple  resale  activities. 

d.  Club  Operations 

In  the  Navy,  enlisted  men's  clubs  are  operated 
by  the  Navy  Ship's  Store  Office  which  operates  Navy 
exchanges  and  commissaries.  Ir  the  other  services, 
enlisted  men's  open  messes  are  operated  in  the  same 
manner  as  officers'  open  messes  and  non-commissioned 
officers'  open  messes  with  local  boards  of  governors 
(or  advisory  groups). 

e.  Personnel  Management 

The  problems  of  determination  of  salaries  and 
wages  and  other  fringe  benefit  programs  are  very 
similar  between  the  exchange  service  and  other  non- 
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appropriated  fund  activities.  Some  of  these  practices 
and  their  effect  on  non-appropriated  fund  personnel 
are  examined. 

2.  Definition  and  Description  of  Present  Activities 
a.  Clubs 

The  term  "clubs"  includes  all  commissioned  offi¬ 
cers'  open  messes,  non-commissioned  officers'  open 
messes,  and  enlisted  men's  open  messes.  These  clubs 
are  established  for  the  purpose  of  promoting  and  main¬ 
taining  the  well-being,  morale,  and  efficiency  of 
military  personnel  by  providing  dining,  social,  and 
recreational  facilities. 

Clubs  and  open  messes  are  established  by  the 
commandant  of  the  Marine  Corps  and  by  local  commanding 
officers  under  the  authority  of  departmental  regula¬ 
tions  and  manuals.1  The  Army  and  Air  Force  manuals 
cover  the  operation  of  open  messes  and  other  sundry 
fund  associations.  Navy  and  Marine  Corps  manuals 
cover  both  open  and  closed  messes.  In  all  of  the 
Services,  the  basic  responsibility  for  management  of 
clubs  and  open  messes  is  with  the  commanding  officer 
of  the  post  or  base. 

^AFM  176-3,  Non-appropriated  Funds,  Operational  Manual  for 
Open  Messes  and  Sundry  Associations,  17  June  1965. 

AR  230-60,  Non-appropriated  Funds  and  Related  Activities 
Open  Messes  and  Other  Military  Sundry  Associations  and  Funds, 

28  August  1967. 

NAVPERS  15951,  Manual  for  Messes  Ashore.  1962. 

MGOP1746.13B,  Manual  for  Clubs  and  Messes,  27  July  1967. 


Navy  Ships  Store  Office  Manual. 


218 


In  the  Navy  all  enlisted  men's  clubs  are  operated 
under  the  Navy  Ship's  Store  Office.  Some  of  these 
clubs  have  Chief  Petty  Officers'  sections  and  First  and 
Second  Class  Petty  Officers'  sections.  Navy  officers' 
clubs.  Chief  Petty  Officers'  and  First  and  Second  Class 
Petty  Officers'  clubs  are  operated  under  direction  of 
the  Bureau  of  Naval  Personnel  and  submit  monthly  reports 
to  BUPERS. 

In  the  Army  and  Air  Force  the  major  commands  issue 
supplemental  manuals  for  the  operation  of  the  clubs  and 
open  messes  within  the  commands. 

b.  Sundry  Fund  Operations 

Sundry  fund  operations  in  the  Army  and  Air  Force 
are  organized  for  specific  purposes,  such  as  rod  and 
gun  clubs,  flying  clubs,  some  golf  courses,  parachute 
clubs,  etc.  These  activities  provide  recreation,  but 
are  usually  self-sustaining  membership  organizations. 
They  generally  do  not  receive  any  support  from  exchange 
dividends  or  station  welfare  and  recreation  funds,  but 
are  sustained  by  membership  dues  and  income  on  specia¬ 
lized  resale  items . 

Another  type  of  sundry  fund  encountered  is  the 
liquor  locker  fund.  This  is  an  organization  established 
outside  the  continental  United  States  for  the  purpose 
of  purchasing  and  distributing  alcoholic  beverages  to 
clubs  and  messes  for  bar  use  and  package  sales.  The 
operation  of  these  locker  funds  is  of  some  interest  and 
is  described  more  fully  later  on  in  the  report.  The 
liquor  locker  fund  should  not  be  confused  with  certain 


219 


Navy  "locker  cluba“  which  have  nothing  to  do  with 
the  sale  of  liquor. 

c.  Welfare  and  Recreation  Activities 

Welfare  and  recreation  activities,  including 
those  activities  referred  to  as  "Special  Services,” 
provide  recreation  and  sports  opportunities  for  eli¬ 
gible  personnel.  They  include  such  functions  as 
bowling  centers,  hobby  shops,  music  and  entertainment, 
community  service  activities,  libraries,  youth  activi¬ 
ties,  and  dayrooms. 

3 .  Purpose  of  Non-appropriated  Fund  Activities 

Morale  and  recreation  programs  in  the  services  are 
supported  in  part  by  non-appropriated  funds.  Their  scope 
of  operations  varies  depending  upon  theater  missions  and 
geographic  locality.  There  is  a  heavy  emphasis  given  to 
these  activities  at  overseas  locations  so  that  the  personnel 
stationed  there  can  enjoy  activities  which  are  similar  to 
those  in  the  United  States. 

The  importance  of  welfare  and  recreation  activities 
overseas  cannot  be  overemphasized.  In  overseas  theaters, 
one  of  the  major  problems  is  off-duty  incidents  affecting 
local  national  civilians.  This  is  particularly  true  in 
non-combat  areas,  such  as  Europe,  where  the  military  strength 
is  made  up  of  young  military  personnel.  Overseas  commanders 
indicated  that  their  first  job  every  morning  is  to  get  a 
report  on  the  "incidents”  of  the  previous  evening.  High 
incident  rates  not  only  impair  the  military  efficiency  of 
the  organization,  but  also  create  problems  with  the  local 
communities. 
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B.  AREAS  OF  INTERFACE  WITH  EXCHANGES 
1.  Procurement 

a.  Procurement  from  Exchangee 

Most  items  for  sale  in  the  exchanges  are  items 
that  are  of  interest  to  individuals  or  for  use  in 
private  hemes  and  are  not  suitable  for  clubs  and 
messes.  There  are  some  items,  such  as  glassware  and 
other  table  pieces  and  cleaning  gear,  which  are  some¬ 
times  bought  by  clubs  for  club  use.  There  seems  to 
be  little  advantage  to  be  gained  in  suggesting  that 
clubs  buy  more  of  the  supply  items  currently  carried 
by  exchanges  than  they  now  are  doing. 

In  addition  to  these  normal  household  items  which 
are  carried  in  stock,  some  exchange  services  have  a 
catalog  of  club  and  mess  equipment,  which  is  made 
available  to  the  varios  clubs  and  messes,  from  which 
items  of  supplies  and  kitchen  equipment  can  be  purchased. 
Clubs  have  found,  however,  that  many  of  the  items  in 
the  catalog  are  not  in  stock,  and  the  time  lag  for 
purchase  often  exceeds  the  commercial  delivery  time. 

Also,  in  some  cases,  the  items  have  to  be  modified  for 
use  on  local  electric  current.  This  is  not  the  case 
with  items  purchased  locally.  With  these  factors  there 
is  no  incentive  to  purchase  from  the  exchange  catalog. 

Within  the  United  States,  where  the  logistic  prob¬ 
lems  are  minor  as  compared  to  overseas,  there  appear 
to  be  no  problems  involved  in  having  clubs  and  messes 
purchase  directly  from  commercial  sources  as  long  as 
they  are  able  to  assure  that  the  price  is  right. 
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Overseas,  however,  the  transportation  and  shipping 
problems,  as  well  as  the  problem  of  having  uncoordi¬ 
nated  deliveries  made  to  ports  of  embarkation,  indi¬ 
cate  that  a  coordinated  purchasing  operation  would  be 
advantageous.  This  could  be  accomplished  by  having  the 
exchange  service  purchasing  offices  do  the  necessary 
purchasing  for  clubs  and  messes  in  addition  to  per¬ 
forming  this  function  for  the  exchanges. 

Clubs  and  messes  overseas  have  traditionally 
purchased  much  of  their  requirements  in  the  local 
markets  because  of  the  quick  delivery  and,  in  many 
ca.<es,  lower  prices.  With  the  gold  flow  regulations, 
however,  clubs  are  endeavoring  to  purchase  U.  S.  goods 
and  as  a  result  the  delivery  time  is  much  longer.  In 
some  cases,  the  delivery  time  runs  into  months,  and  in 
some  items,  such  as  glassware,  breakage  occurs  in  about 
a  third  of  the  quantities  received. 

There  are  two  problems  in  connection  with  the 
exchange  supply  of  club  items.  One  is  the  desire  on 
the  part  of  club  managers  to  equip  their  clubs  with 
different  types  of  supply  items  to  provide  a  unique 
quality  and  a  feeling  of  being  apart  from  the  usual. 

The  other  problem  which  confronts  the  exchange  service 
is  providing  adequate  capital  for  carrying  the  inven¬ 
tory.  If  the  exchange  service  is  to  provide  purchase 
and  inventory  support  for  clubs  and  messes,  a  source 
of  adequate  working  capita},  for  stocking  the  necessary 
inventories  would  have  to  be  found. 

If  clubs  could  standardize  on  certain  items  which 
could  be  bought  in  large  quantities  and  stocked  by  the 
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exchanges,  a  substantial  saving  to  the  clubs  could  be 
made  in  terms  of  both  price  and  inventory  required. 
There  could  be  a  substantial  reduction  of  lead  time 
for  replenishment.  A  similar  advantage  could  come 
through  standardization  of  kitchen  equipment  for  which 
spare  parts  could  be  stocked  by  the  exchange. 

A  specialized  case  of  such  central  procurement  is 
the  Army-Air  Force  Exchange  Service  purchase  of  alco¬ 
holic  beverages  for  Vietnam  and  the  various  locker 
fund  operations  which  procure  alcoholic  beverages  in 
other  command  areas.  In  these  cases,  all  requirements 
go  through  the  central  purchase  activity  whether  they 
are  for  items  normally  stocked  or  not.  Special  orders 
are  handled  by  the  central  purchase  activity  and  ship¬ 
ments  are  coordinated  with  other  items  purchased. 

b.  Procurement  from  Other  Sources 

Clubs  and  messes  and  other  non-exchange  food 
service  operations,  such  as  bowling  alley  and  golf 
course  snack  bars  and  recreation  center  restaurants, 
purchase  their  food  items  from  several  sources.  The  ' 
primary  source  to  which  all  of  them  look  is  the  com¬ 
missary  department  of  the  post  or  base.  To  the  extent 
that  their  needs  cannot  be  met  from  this  source  either 
because  of  availability,  price,  or  delivery,  purchases 
are  made  in  a  local  market  place  and  from  food  proces¬ 
sors.  In  most  cases,  this  purchasing  is  quite  informal 
with  the  buyer  making  his  choice,  based  on  his  own 
needs  and  using  his  own  judgment  on  price  and  quality. 
In  most  cases,  purchasing  is  done  on  an  individual 
activity  basis,  and  large  volume  discounts  are  not 
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available.  Some  poata  and  bases  have  a  centralized 
club  management  which  procurea  for  several  clubs,  in 
some  cases  both  officer  and  NCO.  Reduced  prices  because 
of  larger  volume  purchasing  and  savings  in  administra¬ 
tive  personnel  are  two  of  the  observed  advantages  of 
combined  management. 

Non-food  items  purchased  for  the  same  activities 
include  supply  items  for  the  use  of  the  activity  in 
its  operations  and  merchandise  items  purchased  for  re¬ 
sale.  In  some  cases  purchases  are  made  directly  from 
vendors;  in  others  they  patronize  local  jobbers  and 
distributors  or  order  from  a  manufacturer.  Supplies 
nor.  for  resale  are  sometimes  purchased  through  the 
local  exchange  or  directly  from  General  Services  Admin¬ 
istration  schedules.  The  choice  of  where  and  how  to 
buy  is  usually  left  up  to  the  club,  mess,  or  activity 
manager  who  makes  his  choice  based  upon  his  own  experi¬ 
ence  or  desires.  Decisions  are  based  on  price, 
quality,  and  delivery  time. 

A  specialized  case  of  centralized  procurement  is 
that  of  the  various  locker  fund  operations  which  pro¬ 
cure  alcoholic  beverages  in  some  overseas  areas.  In 
these  cases,  all  requirements  go  through  the  central 
purchase  activity  whether  they  are  for  items  normally 
stocked  or  not.  Special  orders  are  handled  by  the 
central  purchase  activity  and  shipments  are  coordinated 
with  other  items  purchased.  Large  volume  purchasing 
and  local  inventory  stocks  reduce  overall  costs  to  the 
club  and  beverage  stores.  In  those  areas  in  which  there 
are  locker  fund  operations,  all  clubs  and  messes  must 
purchase  their  alcoholic  beverages  from  the  locker  fund. 


c.  Effect  of  Gold-Flow  Policies  on  Procurement 

Gold-flow  policies  affect  overseas  non-appropri- 
ated  fund  activities.  Items  of  equipment  or  supplies 
are  purchased  from  U.  S.  companies  only  to  find  that 
the  items  are  made  in,  and  delivered  from,  overseas 
plants.  There  is  a  gold  flow  even  though  the  con¬ 
tractors  are  U.  S.  companies. 

On  the  other  hand,  clubs  and  messes  must  buy 
meat  through  the  commissary  rather  than  through  out¬ 
side  sources  even  though  the  outside  source  would 
supply  meat  which  is  produced  and  processed  in  the 
United  States.  They  are  not  authorized  to  buy  through 
European  representatives  of  U.  S.  companies. 

A  change  in  the  applicable  directives  would  help 
to  assure  purchases  of  U.  S. -produced  goods  of  good 
quality  at  the  lowest  price  regardless  of  location 
of  the  contracting  agent  of  the  company. 

d.  CONCLUS  IONS /RECOMMENDATIONS  -  Procurement 

(1)  Clubs  and  open  messes  should  select  items  of 
supplies  and  equipment  which  can  be  standard¬ 
ized  and  arrange  for  procurement  through  the 
exchange  service.  This  recommendation  is 
especially  pertinent  to  overseas  clubs  and 
messes . 

(2)  The  exchange  service  should  undertake  to 
assist  clubs  in  standardizing  and  be  more 
responsive  to  requirements  of  clubs  and  messes 
by  planning  quantity  purchases  and  maintain.- 
ing  inventories  of  items  of  supplies  and 
equipment  which  clubs  require. 
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2.  Resale  Operations  of  Other  Non-Appropriated 
Fund  Activities 

a.  Merchandise 

We  found  many  Army  and  Air  Force  locations  with 
resale  merchandise  activities  which  were  not  a  part  of 
the  exchange  services.  In  clubs  there  are  concession 
operations  and  resale  activities  which  duplicate  in 
part  the  exchange  merchandise  available  at  the  post 
or  base.  The  basic  reason  for  club  sales  is  to  pro¬ 
vide  an  income  to  the  club.  An  additional  result, 
however,  in  overseas  clubs  is  the  sale  of  foreign  mer¬ 
chandise  through  concessionaires  without  reporting  as 
gold  flow. 

Additional  resale  activities  are  found  at  recre¬ 
ation  centers,  such  as  the  Armed  Forces  Recreation 
Center  at  Garmisch  or  Pattaya  Recreation  Center,  and 
at  base  sports  operations,  such  as  golf  courses,  bowl¬ 
ing  alleys,  and  ski  slopes.  These  resale  activities 
duplicate,  in  part,  the  sports  equipment  available 
through  the  exchange  services.  In  addition,  they 
carry  professional  lines  of  sportB  equipment  which  are 
not  and  cannot  be  made  available  through  the  exchange 
services. 

Although  the  profits  on  sales  are  retained  for 
use  at  the  recreation  center  or  the  post  or  base  in¬ 
volved,  there  is  an  additional  purpose  to  these  sales, 
and  that  is  to  provide  sports  equipment  which  cannot 
be  made  available  through  the  exchange  service. 

•>  Hobby  shops  sell  tools  and  raw  materials  for 
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various  hobbies,  such  as  ceramics,  leather  work,  and 
woodwork.  Here  again  the  stock,  to  a  lesser  extent, 
duplicates  that  of  the  exchanges,  but  being  of  a 
specialized  nature  is  generally  broader  than  the  range 
of  stock  in  these  categories  which  could  be  handled 
profitably  by  the  exchange  service.  Hobby  shops 
generally  sell  at  or  near  cost,  and  the  sales  are  not 
for  the  purpose  of  making  profit  but  rather  for  pro¬ 
viding  a  service  to  the  hobbyist  which  could  not  be 
readily  provided  by  the  exchange  service.  In  those 
cases  where  there  is  a  profit  in  hobby  shops,  the 
profits  are  retained  and  used  by  the  welfare  and 
recreation  activity  at  the  post  or  base. 

These  competing  or  duplicating  services  are 
separately  managed  and  have  different  operating  prac¬ 
tices.  There  is  no  single  command,  although  management 
direction  is  provided  by  some  local  command  which 
gives  detailed  direction  regarding  inventory  control, 
stock  shrinkage,  merchandising,  markdowns,  pricing 
and  gold-flow  policy.  In  some  cases,  we  found  that 
controls  were  tighter  on  these  resale  activities  than 
on  issues  for  troop  use.  There  was  no  way  to  account 
for  damaged  merchandise,  shopworn  goods,  and  over¬ 
stocks  other  than  to  survey  and  dispose  of  them.  In 
some  cases  local  rules  required  that  each  individual 
item  be  sold  at  a  profit,  and  there  were  no  provisions 
for  markdowns  for  damaged,  overstocked,  or  out  of 
season  items. 

b.  Food  Service 


Clubs  and  mesBes  have,  as  a  part  of  their  purpose. 
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the  providing  of  food  service  to  the  club  membership. 

We  found,  however,  that  some  clubs  and  messes  have 
snack  bar  and  other  food  services  which  are  operated 
for  personnel  other  than  those  eligible  for  club  mem¬ 
bership  and  at  locations  away  from  the  club  premises. 
Some  examples  of  these  are  restaurants  operated  for 
all  military  personnel  and  dependents  and  a  flight 
line  snack  bar  also  operated  for  all  military  person¬ 
nel.  The  profits  from  these  operations  go  to  the 
clubs  involved  rather  than  to  the  welfare  and  recrea¬ 
tion  fund. 

Recreation  and  sports  activities  of  the  Army  and 
Air  Force  also  operate  food  services  at  golf  courses, 
bowling  alleys,  and  recreation  centers. 

These  different  food  service  operations  do  not 
have  standard  procedures;  consequently,  there  are 
differences  in  portion  sizes,  price,  and  quality  in 
similar  activities  in  the  same  geographical  area. 

These  resale  activities  are  a  source  of  minor 
disputes  among  the  clubs,  welfare  and  recreation 
activities,  and  the  exchange  services  as  to  who  should 
be  responsible  for  these  functions.  The  disputes 
arise  because  each  of  the  different  activities  desires 
to  obtain  the  profit  on  the  sales.  At  one  location,  a 
commander  was  operating  a  snack  bar,  the  profits  of 
which  went  to  the  local  welfare  and  recreation  fund, 
but  could  not  find  space  for  an  exchange  snack  bar. 

At  another  location  an  exchange  was  operating  a  popcorn 
outlet  in  connection  with  a  children’s  playground  and 
the  base  commander  wanted  to  transfer  the  popcorn 
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concession  to  the  welfare  and  recreation  operation  to 
retain  the  profits  locally. 

Income  of  clubs,  open  messes,  and  welfare  and 
recreation  activities  stay  at  the  base  for  the  use 
of  the  activity  concerned.  Most  of  the  Navy  exchange 
profits  are  retained  at  the  base  for  welfare  and 
recreation  use.  In  the  Army  and  Air  Force  exchanges, 
profits  are  not  retained  at  the  base  but  are  distributed 
through  their  Central  Welfare  Funds  on  a  per  capita 
basis. 

In  the  Army  and  Air  Force,  where  exchange  divi¬ 
dends  are  distributed  on  a  per  capita  basis,  it  is 
not  equitable  for  some  posts  and  bases  to  operate  re¬ 
sale  activities  and  retain  the  profit  while  others 
utilize  the  exchange  service  for  resale  activities  and 
have  the  profit  go  into  the  central  welfare  fund  for 
distribution.  To  provide  consistent  treatment  the 
exchange  service,  which  can  provide  uniform  worldwide 
resale  policies,  could  manage  these  resale  activities 
for  the  base  commanders. 

c.  CONCLUSIONS/RECOMMENDATIONS  -  Resale  operations 

(1)  Overseas  commanders  responsible  for  the 

establishment  and  control  of  resale  activi¬ 
ties  in  each  of  the  services  should  be  given 
similar  policy  guidance  regarding  the  kinds 
of  functions  authorized  for  clubs  and  messes, 
welfare  and  recreation  activities  and  ex¬ 
changes.  Guidance  should  be  specific  on 
resale  operation  of  snack  bars  and  restaurants, 
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and  sales  of  hobby  and  sporfcs  equipment  and 
merchandiae  whether  made  directly  or  by 
concession. 

(2)  It  is  recommended  that  exchange  services 
operate  all  food  service  activities  (except 
those  on  the  premises  of  clubs  and  open 
messes)  at  all  activities  where  there  is  an 
exchange  food  operation.  It  is  further 
recommended  that  all  merchandise  resale 
(including  concessions  but  excluding  profes¬ 
sional  lines  of  sports  equipment  and 
specialized  hobby  supplies  and  equipment) 

be  the  responsibility  of  the  exchange 
services. 

(3)  For  those  food  service  operations  at  loca¬ 
tions  where  there  are  no  exchange  food  ser¬ 
vice  functions  and  for  resale  merchandise 
at  those  locations  where  there  are  no  ex¬ 
change  stores,  it  iB  recommended  that  a 
uniform  set  of  operating  rules  be  established 
to  permit  all  retail  activities  to  operate 

in  a  businesslike  manner  with  guidelines  re¬ 
garding  such  things  as  inventories,  markdowns, 
prices,  and  quality  and  portion  control. 

These  operating  rules  should  be  as  close  as 
possible  to  those  used  by  the  exchange  ser¬ 
vices  in  order  to  provide  reasonable  con¬ 
sistency  from  one  activity  to  another. 

3.  Club  Operations 

In  the  Army,  Air  Force  and  Marine  Corps,  the  usual 
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situation  is  for  clubs  and  nesses  to  be  operated  as 
separate  entities.  There  are  some  situations  where 
there  is  a  single  management  for  a  group  of  clubs, 
such  as  all  NCO  clubs  or  all  officers'  clubs  on  a 
given  base.  This  single  management,  with  few  excep¬ 
tions,  is  at  the  local  level. 

In  the  Navy,  all  enlisted  men's  clubs  are  operated 
as  a  part  of  the  Navy  exchange.  The  enlisted  men's 
club  manager  reports  to  the  exchange  officer  and  the 
exchange  food  service  manager.  The  club  is  a  depart¬ 
ment  of  the  exchange.  There  are  over  180  of  these 
enlisted  men's  clubs  in  the  Navy.  They  are  operated 
under  the  Navy  Exchange  Manual  and  have  a  standard 
system  of  operation,  reporting,  and  control.  When  the 
Navy  Ship's  Store  Office  conducts  its  annual  inspection 
of  exchanges,  the  clubs  are  inspected  and  audited. 

The  Navy  Ship's  Store  Office  provides  management  assist¬ 
ance,  where  necessary,  and  has  experts  in  food  service 
and  bar  management  to  participate  in  the  exchange 
audits  and  provide  advice  to  the  club  managers  to  help 
overcome  local  problems.  NSSO  also  provides  accounting 
service,  design  and  decorating  services,  and  selects  and 
supplies  the  food  and  bar  equipment.  Other  renovating 
and  remodeling  is  paid  for  from  the  club’s  retained 
profits  after  being,  approved  by  NSSO. 

There  are  cases  where  club  profits  accumulate 
because  of  the  high  volume  of  business.  NSSO  can, 
and  does,  use  some  of  these  profits  to  assist  in 
remodeling  and  renovating  small  clubs  which  do  not  have 
an  adequate  dollar  profit  of  their  own.  This  authority 
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provides  a  way  to  equalize  facilities  between  very 
large  and  small  bases. 

This  management  of  enlisted  men's  clubs  as  a 
part  of  the  exchange  food  service  operation  should 
be  considered  further  as  a  possible  means  of  pro¬ 
viding  Army  enlisted  men  and  airmen  with  better  club 
facilities. 

4.  Personnel  Management 

a.  Wage  and  Salary  Interfaces 

Wages  and  salaries  of  non-appropriated  fund 
personnel  are  established  by  the  non-appropriated  fund 
activities  or  by  the  major  commands,  and ^re  not  a 
part  of  the  Federal  Schedule  or  Wage  Board  salaries  of 
the  Government.  Also,  except  in  the  Navy  enlisted 
men's  clubs  and  Marine  Corps  activities,  they  are  not 
coordinated  with  the  wages  and  salaries  of  the  military 
exchanges.  The  usual  practice  is  for  the  salary  admin¬ 
istrators  in  each  geographical  area  to  evaluate  non¬ 
government  salaries  in  that  area  and  then  to  arrive  at 
comparable  wage  scales  for  non-appropriated  fund  per¬ 
sonnel.  Federal  minimum  wage  law  rates  apply  to  non- 
appropriated  fund  personnel  in  the  United  States  and 
territories.  In  some  instances,  this  results  in  a 
higher  rate  than  other  wages  in  the  geographical  area 
for  which  the  wages  are  being  evaluated.  Other  wage 
rates  are  based  substantially  on  wages  in  the  geographi¬ 
cal  area. 
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b.  Fringe  Benefits 

In  the  Navy,  the  Bureau  of  Naval  Personnel, 

NAVPERS  15951.  Manual  for  Meases  Ashore,  1962,  speci¬ 
fies  the  minimum  benefit  programs  in  terms  of  holidays 
and  leave.  The  club  custodians  have  the  option  of 
granting  additional  leave  to  their  personnel  with  the 
general  guidance  that  it  should  be  considered  along 
with  wages  in  their  evaluation  of  total  compensation, 
which  should  be  generally  the  same  within  a  geographi¬ 
cal  area.  The  Bureau  of  Naval  Personnel  provides  all 
workmen's  compensation,  life  and  health  and  medical 
insurance  for  the  employees  of  BUPERS  clubs.  Thus, 
these  benefits  are  the  same  for  all.  This  program  is 
funded  by  the  Bureau  of  Naval  Personnel  from  the  assess¬ 
ments  made  on  the  clubs. 

In  the  Army,  there  are  central  insurance  programs 
of  group  health  and  life  and  group  retirement.  This 
is  handled  by  the  Office  of  the  Deputy  Chief  of  Staff 
for  Personnel  and  also  covers  all  non-appropriated  fund 
personnel  other  than  the  exchanges.  In  the  Air  Force, 
there  are  central  programs  for  group  health  and  life 
insurance.  At  the  present  time,  group  retirement  pro¬ 
grams  are  at  the  option  of  the  bases  or  major  commands. 
A  central  program  is  being  considered.  These  programs 
are  handled  by  the  Air  Force  Welfare  Board  and  cover 
club  and  mess  personnel  and  welfare  and  recreation 
personnel. 

In  the  case  of  the  Marine  Corps,  all  non-appropri- 
ated  fund  activities,  including  exchanges,  messes,  and 
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Welfare  and  Recreation  Fund  personnel,  are  covered  by 
the  sane  retirement  and  fringe  benefit  programs.  This 
is  handled  by  the  Central  Exchange  Fund.  The  exchange 
pays  the  employer's  portion  for  its  employees,  and 
Marine  Corps  Mess  Fund  pays  the  employer's  portion  for 
all  Marine  messes.  The  Central  Marine  Corps  Recreation 
Fund  pays  the  employer's  portion  for  all  recreation 
activity  employees.  The  messes  pay  directly  into  the 
Central  Exchange  Fund  for  the  employee  portion  of  the 
benefit  programs.  This  system  permits  transfers  of 
personnel  from  one  location  to  another  and  between 
non-appropriated  fund  activities  if  desired. 

In  each  of  the  services  there  are  wage  and  salary 
policies  and  fringe  benefit  programs  which  provide 
reasonable  compensation  for  the  personnel  involved. 
These  several  systems,  however,  reduce  the  flexibility 
of  operation  which  could  be  gained  by  a  common  system 
whether  centrally  managed  or  not.  A  single  retirement 
plan  for  all  non-appropriated  fund  personnel  would,  for 
example,  permit  an  employee  of  an  exchange  in  one 
service  to  transfer  to  a  club  operation  in  another.  An 
exchange  employee  in  one  service  could  transfer  to  an 
exchange  in  another  service.  This  kind  of  flexibility 
would  provide  a  better  promotion  pattern  for  employees 
and  would  probably  attract  and  retain  better  people. 

c.  CONCLUSION/RECOMMENDATION  -  Personnel  Management 

1)  Non-appropriated  fund  managers,  including 

exchanges,  should  coordinate’ their  personnel 
programs  to  provide  a  common  salary  and  wage 
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system  and  cannon  retirement  and  insurance 
programs  for  all  U.  S.  citizen  non-appropri- 
ated  fund  personnel.  The  recommendation 
found  in  Section  IV.  K.  should  be  applied 
to  all  non-appropriated  fund  personnel. 


C.  FLOW  OF  NON-APPROPRIATED  FUNDS 

1.  Sources  of  Non-Appropriated  Funds  for 
Welfare  and  Recreation 

One  of  the  primary  uses  of  the  profits  generated  by 
the  exchange  services  is  for  welfare  fund  operations  in  the 
military  departments.  The  total  amount  of  exchange  divi¬ 
dends  in  Fiscal  Year  1967  was  over  $90  million,  and  in 
Fiscal  Year  1968  is  in  excess  of  $111  million.  In  addition 
to  exchange  dividends,  the  Army  and  Air  Force  motion  picture 
service  dividends  are  in  excess  of  $2.5  million.  Income 
from  welfare  and  recreation  activities  such  as  bowling, 
athletics,  community  services,  etc.,  brought  the  Fiscal 
Year  1967  (latest  year  available)  total  to  over  $160 
million  of  non-appropriated  funds  applied  to  welfare  and 
recreation  programs.  Tables  27,  28,  29,  and  30  show  the 
breakdown  of  sources  of  income  to  the  Services'  non-appro¬ 
priated  welfare  funds  for  FY  1967  and  a  breakdown  of  the 
types  of  expenses  which  are  paid  for  with  these  non-appro¬ 
priated  funds  in  support  of  the  general  welfare,  recreation, 
and  special  services  program. 

a.  Exchange  Profit  Distribution 

Each  military  service  hat  a  different  method  of 
distribution  and  the  utilization  of  exchange  profit. 
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Table  25 


ARMY  NONAPPROPRIATED  WELFARE  FUND  OPERATIONS 

Fiscal  Year  1967 

S  in  Millions 

INCOME 

Exchange  (AAFES)  Dividends 

$35.61 

Motion  Picture  Theater  (AAFMPS) 

Dividends 

1.50 

Class  VI  Dividends  (Overseas  only) 

3.78 

Program  Income  Generated  on  Basest 

Bowling  Centers 

9.08 

Minor  Income  Producing  Activities 

4.38 

Other  (Interest,  Inactivations,  Sale 

of  Property,  etc.) 

2.42 

TOTAL  INCOME 

S  56.77 

EXPENSE 

Bowling  Centers 

$10.70 

Unit  Dividends 

9.30 

Sports 

9.05 

Community  Services 

Service  Clubs  (Enlisted  Men) 

5.80 

Libraries 

4.40 

Chaplain 

.44 

Day  Rooms 

.64 

Youth  Activities 

.89 

Crafts  -  Hobby  Shops 

3.28 

Music  and  Entertainment 

2.64 

Troop  Information  and  Education 

2.08 

Recreation  and  Leave  Areas 

.33 

Fund  Administration 

3.41 

Other 

TOTAL  EXPENSE 

$54,99 
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Table  26 


NAVY  SPECIAL  SERVICES  FUNDING 

Flacal  Year  1967 

INCOME 

Navy  Exchange  Dividends 

$29.0 

Navy  Ship  Store  Dividends 

5.0 

Program  Income  Generated  on  Basest 

13.0 

Recreation 

Bowling 

Tickets 

Athletics 

TOTAL  INCOME 

S47.0 

EXPELS 

Fleet  Motion  Picture  Service 

$  5.0 

Navy-Marine  Corps  Motion  Picture 

Service  (Film  Rentals  &  Transportation) 

5.0 

Recreation  Programs 

5.0 

Cost  Sales  -  Crafts  -  Hobby  Shops 

2.0 

Supplement  to  Libraries 

1.0 

Payroll,  Nonappropriated  Employees 

10.0 

Insurance  (Group  Life,  Retirement,  Medical, 

Liability,  Comprehensive,  FICA  Taxes) 

2.0 

Maintenance  of  Facilities 

3.0 

Installation,  Renovation  &  Alteration  of 

Facilities 

8.0 

Consumable  Supplies 

3.0 

Depreciation,  Property 

2.0 

Miscellaneous  Expenses: 

1.0 

Travel  &  Per  Diem 

Vehicle  Rental 

Office  Supplies 

Freight  &  Transportation 

Gasoline 

Publicity 

Etc . 

TOTAL  EXPENSES 

$47.0 
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Table  27 


AIR  FORCE  WELFARE  FUNDS 
Fiacal  Year  1967 


Exchange  Service  Dividends 
Motion  Picture  Service  Dividends 
Interest 

Program  Income  Generated  on  Basest 
Recreation 
Community  Services 
Bowling  Alleys 
Athletics 

Administration  &  M.A. 

Other 


Contributions : 

Assets  from  Dissolved  Funds 
From  Community 

From  Other  Funds — Command  Prerogative 
TOTAL  INCOME 


EXPENSES 

Recreation 
Community  Services 
Bowling  Alleys 
Athletics 

Administration  &  M.A. 
Other 


TOTAL  EXPENSES 


EXPENDITURES  by  COMMANDS 
EXPENDITURES  by  AFCWF 


$51.5 


£52,0 
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Table  28 


MARINE  CORPS  WELFARE  AND  RECREATION  FUND 

Fiscal  Year  1967 

INCOME 

S  in  Millions 

Marine  Corps  Exchange  Donations 

$4,848,886 

•Army/Air  Force  Welfare  Fund  Distri¬ 
butions 

3,243,403 

Recreation  Program  Income  (including 
interest  on  savings  and  invest¬ 
ments! 

4,730. 172 

TOTAL  INCOME 

L/FFrr.i. 

Purchase  of  Athletic  and 

Recreation  Equipment 

$2,496,134 

Maintenance  (facilities  and 
equipment) 

995,962 

Wages 

2,442,295 

Other 

6, 681. 161 

TOTAL  EXPENSES 

$12,615,552 

•Marine  Corps  activities  in  the  Repub] 

ic  of  Vietnam  and 

Okinawa  receive  nonappropriated  fund  support  from  the 

Army/Air  Force  Welfare  Fund  Distributions. 

1 

239 


Thaae  are  not  confined  to  differences  among  the  ser¬ 
vices,  but  also  differences  among  the  commands  within 
the  services.  Figures  10,  11,  12,  and  13  show  the 
flow  of  non-appropriated  funds  in  the  services. 

The  Army  and  Air  Force  are  similar  in  their  ini¬ 
tial  distribution  cf  exchange  dividends.  The  Army 
portion  goes  to  the  Army  Central  Welfare  Fund  which  is 
in  custody  of  the  Adjutant  General's  office  under  the 
control  of  the  Deputy  Chief  of  Staff /Personnel.  Funds 
are  distributed  to  the  major  commands  on  a  per  capita 
dividend  distribution.  The  per  capita  amount  is  set  on 
a  sliding  scale  depending  on  the  total  strength  of  the 
major  command.  The  major  commanders  further  distribute 
these  funds  to  the  Central  Post  Welfare  Funds  and  to 
the  Unit  Funds.  Essentially,  all  funds  are  distributed 
and  there  is  no  plan  for  retention  of  any  funds  at  the 
headquarters  level  to  make  special  grants. 

Ir.  the  Air  Force,  the  Air  Force  Welfare  Board  makes 
distribution  of  exchange  dividends  to  the  major  commands. 
Further  distribution  is  made  by  the  major  commands  to 
the  numbered  Air  Forces  and  then  to  Air  Force  bases. 

This  distribution  is  also  generally  based  on  the  num¬ 
ber  of  command  and  base  personnel.  A  portion  of  the 
exchange  dividends  is  retained  by  the  Air  Force  Welfare 
Board  in  order  that  grants  and  loans  may  be  made  for 
special  purposes,  and  to  provide  a  better  balance  in 
the  availability  of  welfare  and  recreation  activities 
among  the  major  commands. 

The  methods  of  distribution  of  exchange  profits 
in  the  Navy  and  Marine  Corps  differ  from  the  Army  and 
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Air  Force.  The  Navy  Ship's  Store  Office  assesses  the 
local  exchange  1.5%  to  3.5%  of  sales  to  cover  the 
central  exchange  operation  overhead.  The  percent  is 
determined  by  amount  of  sales.  An  amount  of  5%  to 
20%  of  net  profit  is  assessed  for  the  Bureau  of  Naval 
Personnel  for  a  Central  Recreation  Fund  General  Account. 
The  balance  goes  to  the  local  command  for  welfare  and 
recreation.  In  some  cases  the  local  command  forwards 
up  to  10%  of  this  income  to  the  Naval  District  Command 
for  the  Naval  District  welfare  and  recreation  fund. 

Marine  Corps  Headquarters  assesses  the  local 
1-1/4%,  one-third  of  which  is  for  the  cost  of  the 
Headquarters'  exchange  overhead,  one-third  for  Marine 
Corps-wide  welfare  and  recreation  activities,  and  one- 
third  for  the  cost  of  the  central  insurance  program 
for  non-appropriated  fund  personnel.  The  balance  is 
turned  over  to  the  base  commander  for  the  welfare  and 
recreation  fund. 

b.  Welfare  and  Recreation  Income 

In  all  services,  income  from  welfare  and  recrea¬ 
tion  activities  generated  at  the  post  or  base  level 
is  retained  at  the  postor  base  and  is  utilized  as 
additional  income  to  the  welfare  and  recreation  fund. 

c.  Liquor  Sale  Profit 

Sales  of  alcoholic  beverages  in  the  United  states 
and  in  the  Pacific  (except  Vietnam)  are  made  by  pack¬ 
age  stores  operated  by  clubs  and  open  messes.  Profits 
are  retained  by  the  clubs  and  messes.  The  Marine 
Corps  Mess  Fund,  which  is  located  at  Headquarters, 
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Marina  Corps,  assesses  Marine  clubs  and  messes  3%  of 
the  gross  sales  of  alcoholic  beverages. 

As  described  earlier,  alcoholic  beverages  for 
Vietnam  are  purchased  and  distributed  by  the  Army- 
Air  Force  Exchange  Service.  In  Japan  and  Korea,  there 
is  one  liquor  locker  fund.  That  liquor  fund,  and  one 
in  Thailand,  have  been  organized  by  the  Army  and  Air 
Force  commands  to  procure  and  stock  alcoholic  beverages 
for  distribution  to  clubs  for  bar  use  and  for  package 
resale.  These  locker  funds  provide  a  central  purchas¬ 
ing  function  and  manage  the  ordering,  shipment,  and  ware¬ 
housing  of  alcoholic  beverages.  To  pay  for  the  locker 
fund  operating  costs,  there  is  a  small  markup  on  goods 
sold  to  the  clubs  and  messes.  There  are,  in  some 
cases,  additional  markups  as  directed  by  the  military 
commands  concerned  in  order  to  provide  non-appropriated 
funds  for  command  use.  This  centralized  locker  fund 
procurement  greatly  simplifies  the  logistics  operation 
of  maintaining  a  wide  range  of  products  available  and 
is  especially  useful  in  coordinating  the  transportation 
and  warehousing  for  the  numerous  activities  which  are 
the  end  users. 

In  the  5th  Air  Force  in  Japan,  there  is  a  fifty 
cent  markup  on  each  bottle  of  alcoholic  beverage  sold. 
These  amounts  go  to  the  5th  Air  Force  Non-appropriated 
Facilities  Improvement  Fund.  This  is  used  for  the 
purchase  of  equipment  and  facilities  for  non-appropri¬ 
ated  fund  activities. 

In  Thailand,  the  U.  S.  commander  operates  five 
alcoholic  beverage  package  store  retail  outlets  in 
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Bangkok  to  aupport  tha  moral*  and  welfar*  programs  in 
the  Bangkok  area.  The  13th  Air  Force  add*  25  cent*  a 
bottle  on  sales,  of  which  twenty  cents  goes  to  the 
base  welfare  fund  and  five  cents  to  the  13th  Air 
Force  facilities  improvement  fund. 

In  Europe,  the  Army  and  Air  Force  operate  reve¬ 
nue  producing  funds  {known  as  Class  VI)  which  sell  to 
all  clubs  and  messes  and  make  package  sales  through 
stores.  The  income  in  the  Air  Force  goes  in  part  to 
Air  Force  base  welfare  funds  and  in  part  to  the  U.  S. 
Air  Force  Europe  Welfare  Fund.  All  profits  from  U.  S. 
Army  Europe  Class  VI  sales  go  to  the  Command  Welfare 
Fund. 

In  Europe  the  Navy  sells  package  goods  in  its 
exchange  stores.  Enlisted  sale  profit  goes  to  the 
EM  clubs  and  officer  sale  profit  to  the  base  welfare 
fund. 

2 .  Club  and  Mess  Income 

The  Air  Force  Central  Mess  Fund  receives  one-half  of 
one  percent  of  sales  from  all  officers’,  NCO,  and  EM  clubs. 
Major  commands  can  also  assess  clubs.  Some  commands  to 
have  such  club  assessments.  For  example,  U.  S.  Air  Force 
Europe  assesses  the  clubs  1%  of  sales. 

In  the  Navy  the  local  welfare  and  recreation  funds 
are  augmented  overseas  by  50%  of  the  income  of  slot  machines 
operated  by  Special  Services  in  enlisted  men's  clubs.  The 
other  50%  of  this  slot  machine  income  in  enlisted  men’s 
clubs,  and  50%  of  the  slot  machine  income  from  Chief  Petty 
Officer  and  First  Class  Petty  Officer  clubs,  goes  to  the 
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Bureau  of  .Javal  Personnel  Central  Recreation  Fund.  Fifty 
percent  of  the  slot  machine  income  from  Officers'  clubs 
goes  to  the  Naval  Officers  Mess  Central  Contingency  Fund. 
The  balance  of  slot  machine  income  is  retained  by  the 
club. 

The  Bureau  of  Naval  Personnel  Central  Recreation  Fund 
General  Account  is  also  augmented  by  1-1/4%  of  the  gross 
sales  of  Chief  Petty  Officers’  and  First  and  Second  Class 
Petty  Officers'  clubs.  The  Officers'  Club  Mess  Contin¬ 
gency  Fund  receives  1-1/4%  of  the  gross  sales  from 
Officers'  clubs. 

D.  SOURCES  OF  APPROPRIATED  FUND  SUPPORT 

Each  of  the  services  has  in  its  operation  and  maintenance 
appropriation  an  amount  for  support  of  special  services.  In  the 
Army,  this  amount  for  FY  1967  was  $23  million.  The  Navy  and  Air 
Force  do  not  separately  identify  the  amount  included  in  their 
O&M  appropriations  for  welfare  since  these  funds  are  allocated 
to  the  base  level  as  a  part  of  the  total  amount  for  operations 
and  maintenance.  It  is  the  prerogative  of  the  base  commander 
to  determine  the  extent  to  which  these  funds  will  be  spent  for 
special  services  in  providing  a  balance  with  other  operations 
and  maintenance  costs.  To  determine  the  extent  of  special  ser¬ 
vices  support,  a  special  report  from  each  base  would  be  required. 
There  is  no  reporting  of  the  amounts  spent  for  each  activity 
funded  by  OfiM  appropriations. 

There  is  some  appropriated  fund  support  available  for 
religious,  morale,  welfare,  and  recreation  activities.  Facili¬ 
ties  are  provided  for  these  activities  including  buildings  and 
installed  property.  These  include  religious  facilities,  field 
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houses,  gymnasiums,  classrooms,  service  clubs,  exchanges,  guest 
houses,  libraries,  and  open  messes.  Appropriated  funds  can  be 
provided  for  construction,  alteration,  conversion,  replacement 
or  relocation  of  facilities  for  religious,  morale  and  welfare 
activities,  open  messes,  sundry  fund  clubs,  exchanges,  base 
restaurants,  book  departments  and  35MM  theaters.  Appropriated 
maintenance  and  operation  funds  can  be  used  for  '<iajor  and  re¬ 
curring  repair  and  maintenance  of  these  facilities.  Utility 
services  are  provided  without  reimbursement  to  activities  out¬ 
side  the  continental  United  States,  and  to  Officer  and  NCO 
open  messes  required  for  essential  feeding  and  recreation  and 
special  services  activities  in  CONUS.  Exchanges  in  the  CONUS 
and  exchange  concessionaires  reimburse  the  Government  for  the 
cost  of  utilities.  Such  reimbursement  comes  from  non-appropri- 
ated  funds. 

When  appropriated  funds  are  not  available  for  construction 
and  maintenance,  non-appropriated  funds  can  be  used.  There  can 
also  be  a  combination  of  both  appropriated  and  non-appropriated 
funds,  where  one  source  of  funding  is  not  sufficient  to  accom¬ 
plish  the  project. 

Personnel  used  in  managing  clubs  and  messes  are  often 
provided  from  appropriated  funds.  These  are  usually  military 
personnel,  but  can  with  appropriate  approval  be  civilians.  These 
instances  might  include  management  personnel  such  as  club  secre¬ 
tary,  manager,  or  assistant  manager.  Personnel  for  welfare  and 
recreation  activities  can  be  provided  from  appropriated  funds. 
These  are  usually  military  officers  in  charge  and  civilian 
sports  directors,  coaches,  or  recreation  personnel. 

There  are  no  conclusions  or  recommendations  regarding 
funding.  This  material  is  included  to  show  the  interdependencies 
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among  the  various  non-appropriated  and  appropriated  fund  sources. 
Changes  in  the  level  of  support  in  any  of  these  will  have  a 
resulting  effect  on  the  other  funds  and  on  the  welfare  and  rec¬ 
reation  program.  Therefore,  any  changes  should  be  carefully 
considered  prior  to  action. 

E.  SUMMARY 

After  considering  the  various  interfaces  and  interrelation¬ 
ships  among  the  exchanges  and  other  non-appropriated  fund 
activities,  we  believe  that  the  recommendations  made  in  this 
report  regarding  exchanges  will  not  adversely  affect  other 
non-appropriated  fund  activities. 

In  the  Army  and  Air  Force,  if  the  exchange  managed  all 
food  service  and  resale  operations,  there  would  be  some  reduc¬ 
tion  in  the  amount  of  profits  being  held  at  the  local  posts 
and  bases  involved.  This  would  be  offset,  however,  by  the 
increased  exchange  profit  available  for  distribution  to  welfare 
and  recreation  activities. 

Additional  exchange  support  of  clubs  and  messes  in  pro¬ 
viding  supplies  and  equipment  should  result  in  additional 
profit,  both  to  the  exchange  and  to  the  clubs  and  messes  which 
take  advantage  of  this  opportunity  for  centralized  purchase. 
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ASSISTANT  SECRETARY  OP  DEFENSE 
Washington,  D.  C. 

Installations  and  Logistics  DATEi  4  OCT  1967 

TASK  ORDER  SD-271-79 
(Task  68-5) 


1.  Pursuant  to  Articles  I  and  III  of  the  Department  of 
Defense  Contract  No.  SD-271  with  the  Logistics  Management 
Institute,  the  Institute  is  requested  to  undertake  the  follow¬ 
ing  task: 

A.  TITLE:  Department  of  Defense  Military  Exchanges 

SCOPE  OF  WORK:  This  study  will  include  a  management 
assessment  and  analysis  of  the  DoD  military  exchanges.  It  will 
concentrate  on  policy  and  management  responsibilities  both  at 
the  OSD  level  and  in  the  Military  Departments  and  the  develop¬ 
ment  of  the  best  possible  operating  methods,  techniques  and 
business  practices.  In  addition  it  will  highlight  major  pro¬ 
blem  areas  of  prime  concern  to  Defense  managers  and  their 
relationship  to  related  problems  such  as  gold  flow,  overseas 
operations,  etc. 

The  study  will  not  be  concerned  with  such  issues  as 
(1)  the  need  for  military  exchanges;  (2)  manning  requirements; 
(3)  types  of  items  offered  for  resale,  etc. 

The  specific  objectives  of  the  study  are  to: 

(1)  Analyze  current  resale  system  structures  as  they 
relate  one  to  another  both  intra-Service  and  inter-Service. 
Determine  current  differences  in  methods  of  operations  and 
level  of  management  decision-making  in  the  various  military 
resale  systems.  Assess  the  reasons  for  the  differences 
which  now  exist,  i.e.,  planned  for  a  specific  purpose, 
developed  in  isolation  without  reference  to  similar  pro¬ 
blems/solutions  in  other  Services,  etc. 
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(2)  Develop  optimum  organization  structurea  consid¬ 
ering  good  management,  sound  retailing  and  best  customer 
service  and  including  any  suggested  role  for  OSD.  Con¬ 
sidering  environmental  constraints,  set  forth  the  best 
attainable  organization  structures,  identifying  and 
justifying  the  "trade-off"  required. 

(3)  Examine  the  adequacy  of  present  DoD  or  military 
service  policy  as  it  pertains  to  nonappropriated  fund  pro¬ 
curements.  Define  those  problem  areas  of  greatest  concern, 
wherein  military  service-wide  or  DoD-wide  codification  and 
coordination  of  policy  and  procedures  would  strengthen  the 
present  nonappropriated  fund  procurement  practices,  so  as 

to  retain  responsiveness  while  providing  essential  controls. 

2.  SCHEDULE :  An  oral  report  of  interim  findings  and 
suggestions  will  be  made  to  OASD(I&L)  and  OASD (Manpower)  in 
mid-January,  1968.  A  final,  written,  report  will  be  made  to 
the  ASD (I&L)  and  the  ASD(Manpower)  by  30  April  1968. 


/S/  Thomas  D.  Morris 


ACCEPTED  /S/  Barry  J.  Shillito 
DATE  October  5.  1967 _ 
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ARMED  SERVICES  EXCHANGE  REGULATIONS 


APPENDIX  C 

EXAMPLES  OF  PRICE  AGREEMENT  BULLETINS 


PRECEDING  PAGE  BLAMC-NPT  FILMED 


DISTRIBUTION. 

[X|  CONUS  | X|  EXPORT 

1  ;  OTHER  (Spec.fy) 


□5  DESTINATION  in  Con 
P]  ORIGIN 


VENDOR  CODE  NO: 

24260001 

SHIPMENT  (From  Dote  of  Receipt  of 
Order  to  Dote  of  Shipment); 

10  - Doy, _ 

PRETICKETING' 

□  YES  Xj  NO 

SHIPPING  POINT(c): 

Boston,  Mass;  Los  Angeles, 
Texas;  E.  St.  Louis,  Ill.; 
Jacksonville,  Fla. 


At  MY  4  All  tr 
UQW.ll  «« 


ARMY  AND  AIR  FORCE  EXCHANGE  SERVICE 
JS  DALLAS,  TEXAS  75222 

PRICE  AGREEMENT  BULLETIN 


MANUFACTURER 

The  Gillette  Conpany 
Prudential  Tower  Bldg. 
Boston,  Massachusetts  02199 

attention.  Military  Sales 
PHONE  NO:  617-268-3200 


p.a.s.  no:  3.3500 

Replaces  P.A.B. 
dated  1  August 

No. 3-3500 
67 

CATEGORY: 

Drugs 

effective  date- 
18  April  1968 

CASH  TERMS: 

2X  30  net  40  from  date 

_ Qf  lnvgfce. _ 

discounts: 


REMARKS.  ORDERING  LIMITATIONS.  Etc.: 

Calif.;  Houston,  Mail  all  orders  to  Boston,  Mass,  address. 
Chicago,  Ill. ; 

Case  packings  only. 


A AFES  CODE  NO 


Ctns. 

Min. 

Cost 

Unit 

Code 

Per 

Cubic 

Order 

Per 

Cost 

Unit 

No. 

GILLETTE  RAZOR  BLADES 

Case 

Lbs. 

Feet 

Ctns. 

Ctn. 

Pkg. 

Sell 

432202060  #1204 

BLUE  BLADES 

12 

4.1 

.37 

12 

$2.28 

$.190 

.20 

Double  Edge  5's  packaged 
5  paper-wrapped  blades  • 
per  ctn.,  12  pkgs.  per 
carton,  60  blades  per 
carton. 

432202070  #1105  Double  Edge  10' s  packed  12 
10  blades  per  dispenser, 

12  dispensers  per  ctn. , 

120  blades  per  carton. 

432202080  #1106  Double  Edge  20' s  packed  12 
20  blades  per  dispenser, 

12  dispensers  per  ctn., 

240  blades  per  carton. 


432202140  #1028 


SUPER  BLUE  BLADES 
Super  Blue  Blades  10' s 
packed  10  blades  per 
dispenser,  12  dispensers 
per  ctn. ,  120  blades  per 
carton. 


9.5  .37  12 


11.0  .47  12 


9.5  .42  12 


4.48  .374  .41 


8.73  .728  .80 


5.23  .436  .48 


7.59  .633 


432202150  #1029  Super  Blue  Blades  15' s  .  12  10.0  .46  12  7.59  A 

packed  15  blades  per 
dispenser,  12  dispensers 
per  ctn.,  180  blades  per 
carton. 

_ ALL  BLADES  WILL  BE  ON  SELF  SERVICE  i~ 

export  pack  Blades  in  wood,  waterproof  lines,  double  steel  strapped,  no  addi- 


Hr  |  %  •  <  - 


1  •  f  v  4  •  »  4  I 
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VIHMti 

The  Gillette  Company 


3-3SOO 


MtTttaUTMM 


tMriMWNmiI(MIINIII«K« 


CONUS  mi  EXPORT 


t 


tuns 

coat 

a*.  Coda 

Sax 

432202090  #1361 


BLADES  cont. 

THIN  BLADES 
Double  Edge  4* a 
Packad  4  papar- 
wrapped  bladaa  par  pkg. 
12  pkg*.  par  ctn. ,  46 
blade*  par  carton. 


Ctna. 

Par 


Cage 


12 


Hln. 

Cubic  Order 
Lb*.  Peat  Ctna. 
3.75  .32  12 


Coat  Onlt 
Pee  Coat 


Unit 


432202100  #1362  Doubla  Edga  10'a  12  6.0  .56  12  3,33  .280  .30 

packad  10  paper- 
wrapped  bladaa  par  pkg., 

12  pkga.  par  ctn.,  120 
bladaa  par  carton. 


c 

E 

0 

G 


E 


432202110  #1980  SUPER  STAINLESS  STEEL  12 
Doubla  Edge  S' a 
packad  5  bladaa  par 
diapanaar,  24  diap- 
enaara  par  ctn.,  120 
bladaa  par  carton. 

432202120  #1981  Doubled  Edga  10' a  12 

packaged  10  bladaa 
per  diapanaar,  12 
diapanaar*  per  ctn., 

120  blade*  per  ctn. 

4^2202130  #1982  Doubled  Edge  15' a  12 
packed  15  blade*  par 
diapanaar,  12  dlapen- 
•ara  per  ctn.,  180  bladaa 
per  carton. 

432205120  #1513  SUPER  STAINLESS  INJECTOR  12 
7’ a,  12  Injector* 
per  carton. 

432205100  #1807  TECHNATIC  RAZOR  BAND  12 
Refill  for  Tachaatic 
Rator  conalatlng  of  a 
continuoua  band  of  6 
ahavl.ig  edge*,  packad  12 
band*  par  ctn. 

432205110  #1810  Refill  for  Tachaatic  12 
Raaor  conalatlng  of  a 
continuoua  band  of  10 
« having  adgaa,  packad 
12  band*  par  ctn. 


14.0 

.73 

12 

11.38 

.475 

.50 

8.0 

.42 

12 

10.87 

.906 

.95 

9.75 

.41 

12 

14.76 

1.23 

1.30 

8.0 

.68 

12 

7.50 

.625 

.70 

7.0 

.67 

12 

7.50 

.625 

.70 

7.0 

.68 

12 

11.91 

.993 

1.05 

E 

C 

E 

[ 

[ 

L 

D 

a 

D 

D 

D 


L1 
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VIMOOSl 

M.I 

3-3500 

Th«  Gillette  Coapany 

MtraiMTUN 

CONUS  md  8XPORT  1 

MAPI* 

Ctna. 

Min. 

Cost 

Unit 

r 

e»“  Coda 

Par 

Cubic 

Order 

Per 

Cost 

Unit 

i> 

»Sii_ 

SHAVING  CREAM  cont. 

Caaa 

g£‘ 

Feat 

Ctna. 

Ctn. 

Pks. 

Sell 

GIANT  FOAMY  (Aaroaol) 

Dos. 

Dos. 

Dos. 

Each 

r 

11  ox.  packad  12  unlta 
par  carton. 

2 

23.75 

.85 

2 

6.70 

.559 

.60 

1. 

432002040  #4040 

Regular 

r 

432005130  #4740 

Manthol 

Spacify  type  deaired 

GIGANTIC  FQAMY(Aeroeol) 
14-3/4  ox. 

1 

14.0 

.50 

1 

8.82 

.735 

.80 

r 

1 

432002320  #4060 

Regular 

432005320  #4760 

Menthol 

Specify  type  deaired 

1. 

BRUSHLESS 

432001510  #4206 

Ragular  2fc  os.  tube 

2 

5.5 

.25 

2 

2.32 

.194 

.21 

[ 

432001230  #4106 

Giant,  5  oz.  tuba 

2 

10.0 

.47 

2 

3.51 

.293 

.32 

l , 

LATHER 

r 

432000030  #4406 

Reg.  2^i  oz.  tube 

2 

5.5 

.27 

2 

2.58 

.215 

.24 

l. 

432000040  #4306 

Giant,  4>|  oz.  tube 

2 

9.25 

.46 

2 

3.78 

.315 

.34 

Dos. 

Min. 

Coat 

Unit 

| 

Coda 

Per 

Cubic 

Order 

Par 

Coat 

Unit 

4 

No. 

RIGHT  GUARD  DEODORANT 

Case 

Lfes. 

9.0 

Faat 

Dos. 

Dos. 

Each 

$.441 

Sell 

433507060  #6559 

RIGHT  GUARD 

Power  Spray  Deodorant 

3  oz.  Ragular 

2 

.37 

2 

$5.25 

.49 

! 

j 

433506180  #6594 

RIGHT  GUARD 

Power  Spray  Deodorant 

4  oz.  King  Size 

2 

11.25 

.46 

2 

6.70 

.559 

.60 

433507070  #6510 

RIGHT  fiUARD 

2 

15.3 

.72 

2 

9.98 

.832 

.90 

1 

Power  Spray  Deodorant 

7  oz.  Faally  Size 

t 

l. 

433507100  #6577 

RIGHT  GUARD 

Power  Spray  Deodorant 

7  oz.  Decorator 

2 

15.3 

.72 

2 

9.98 

.832 

.90 

i: 

433506810  #6731 

RIGHT  GUARD 

Power  Spray  Deodorant 

13  oz.  Decorator 

1 

14.0 

.56 

1 

15.34 

1.279 

1.40 

i: 

AFTER  SHAVE  LOTION 

p 

432402140  #6635 

SUN  UP 

2 

26.0  1.0 

2 

10.05 

.838 

.90 

Li 

After  Shave  Lotion 

6.75  oz. 

[1 

432400460  #6632 

SUN  UP 

After  Shave  Lotion 

4  oz. 

2 

14.0 

.57 

2 

6.70 

.559 

.60 

LI 

U 
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■ 

VENDOR. 

NO.i 

r 

army  and  air  force  exchange  service 

The  Gillette  Company 

3- 

3500 

DISTRIBUTION 

CONUS  and  EXPORT 

AtAFES 

Doz. 

Min. 

Cost 

Unit 

1 

coot 

N*. 

Codr 

Per 

Cubic 

Order 

Per 

Cost 

Unit 

No. 

COLOGNE 

Case 

Lbs. 

Feet 

Doz. 

Doz. 

Each 

Sell 

432405640 

#68  48 

3.6  oz.  Sun  Up  Cologne 

2 

14.0 

.58 

2 

$  8.37 

$.698 

.75 

432405650 

#68  49 

5.5  oz.  Sun  Up  Cologne 

2 

19.0 

.73 

2 

11.72 

.977 

1.05 

TALCUM 

433356380 

#6855 

3  oz.  Sur.  Up  Talc 

2 

10.0 

.52 

2 

8.37 

.698 

.75 

HEADS  UP  HAIR  GROOMING 

431107590 

#6018 

HEADS  UP 

Hair  Grooming,  3  oz. 
tube. 

2 

6.5 

.25 

2 

5.97 

.498 

.55 

431107600 

#6017 

HEADS  UP 

Hair  Grooming  4.5  oz. 
tube. 

2 

9.25 

.35 

2 

7.30 

.609 

.65 

431109100 

#6015 

HEADS  UP 

Hair  Grooming,  4  oz. 
bottle. 

2 

17.5 

1.0 

2 

5.97 

.498 

.55 

431109110 

#6014 

HEADS  UP 

2 

22.0 

1.2 

2 

7.30 

.609 

.65 

Hair  Grooming  6  oz. 
bottle. 

Ctn. 

Per 

Cubic 

Min. 

DISPLAY  AIDS 

Case 

Lbs. 

Feet 

Order 

[ 

#5383 

SELF  SERVICE  RACK 
20-hook,  pegboard 
type  for  cash  register 
or  counter.  Available 

1 

21 

.329 

1 

upon  request  at  no  charge. 

| 

#5357 

SELF  SERVICE  MODULAR  RACK  1 

8.25 

.96 

1 

1 

1 

Made  up  of  modules  of  5 
hooks  per  row,  4  rows. 
Available  upon  request 
no  charge. 

at 

I 

ORDERS  FOR  ARMY  &  AIR  FORCE  LOCATED  IN  HAWAII  SHOULD  BE 

SENT  TO: 

[ 

The  Gillette 

Company 

b 

2222  Kalakaua 

Ave.,  Rm.  #916 

f 

i 

Honolulu,  Hawaii  96815 

WO**  ROSH1-72Q2 

NOT  TO  BE  DISSEMINATED  OUTSIDE  EXCHANGE  OR  COMMAND  CHANNELS 
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|  Mini 

Dos. 

Min.  Coat 

Unit 

1  c«  Code 

Par 

Cubic 

Order  Par 

Coat 

Unit 

„ 

COLOGNE 

Casa 

Jtfel- 

Zaat 

Dgu  so,. 

Each 

HU 

r 

1  432405640  #6848 

3.6  os.  Sun  Up  Cologne 

2 

14.0 

.58 

2  |  8.37 

1.698 

.73 

432403650  #6849 

5.5  os.  Sun  Up  Cologne 

2 

19.0 

.73 

2  11.72 

.977 

1.05 

1 

TALCUM 

2  8.37 

.698 

.75 

433356380  #6835 
r 

3  os.  Sun  Up  Talc 

2 

10.0 

.52 

[ 

HEADS  UP  HAIR  GROOMING 

431107590  #6018 

HEADS  UP 

Hair  Grooving,  3  os. 
tub*. 

2 

6.5 

.25 

2  3.97 

.498 

.55 

T  431107600  #6017 

HEADS  UP 

2 

9.25 

.35 

2  7.30 

.609 

.65 

f 

A. 

Hair  Grooving  4.5  os. 
tube. 

|  431109100  #6015 

r 

HEADS  UP 

Hair  Grooalng,  4  os. 
bottle. 

2 

17.5 

1.0 

2  3.97 

.498 

.35 

1  431109110  #6014 

HEADS  UP 

2 

22.0 

1.2 

2  7.30 

.609 

.63 

i 

Hair  Grooalng  6  os. 
bottle. 

Ctn. 

Per 

Cubic 

Min. 

T 

DISPLAY  AIDS 

Case 

Lbs. 

M 

°rd«r 

*  #5383 

SELF  SERVICE  RACK 

1 

21 

.329 

1 

I 


20-hook,  pagboard 
type  for  cash  raglatar 
or  countar.  Available 


I 

I 

[ 


upon  request  at  no  charge. 

#5337  SELF  SERVICE  MODULAR  RACK  1  8.25  96  1 

Made  up  of  aodula*  of  5 
hooka  per  row,  4  row*. 

Available  upon  requaet  at 
no  charge. 


[ 

[ 

[ 


ORDERS  FOR  ARMY  &  AIR  FORCE  LOCATED  IN  HAWAII  SHOULD  BE  SENT  TO: 

The  Gillette  Coapany 

2222  Kalakaua  Ave.,  Rn.  #916 

Honolulu,  Hawaii  96815 


ram, 


MOT  TO  II  DISSEMINATED  OUTSIDE  EXCHANGE  OR  COMMAND  CHANNELS 


□  IXPIXES 


m  UIKEMENT  BiLLEDK 


•1/191  •  Ill/Ml 


1  Ml?,  .1*66 


□  r— iEFFECTIVCNNTU 

IIV  LUpuNTNEN  NOTICE 

m  il  iimiiu 

□D  *'-***  th*  oi 


Snemacci  ,  .. 

•oun in  i*t«>  l  *rtg»  19 


m  NEI-OVEMEAt 
m  MET!  EXCNAMCI 


TH1  OILLITTS  COUP ANT 
PRUDENTIAL  TOWER  BUILDING 
BOSTON,  MASSACHUSETTS  02199 


D-l  TOILETRIES 


2Jt  30  NR  AO 


BOSTON,  MASS.)  CHICAGO,  III.)  LOS  ANGELES,  CAL.  L_J 

E.  ST.  LOUIS,  ILL.)  HOUSTON,  TEXAS)  JACKSONTILL  ;  l _ 1 

FLA. )  HONOLULU,  HAMA II  CD 


rOt  MIT  (NATION 


0«IIV«»YI  *11  *•>*  ••  •ttkli)  Vaitarf  flat**, 

ORDERING  ACTIVITIES  LOCATED  IN  HAWAII  MAT  PLACE  ORDERS  WITHl 

THE  GILLETTE  CCMPANT 
2222  KALAKAUA  AVENUE 

HWOlirSf  HAWAII  96815 

ALL  OTHER  ORDERING  ACTIVITIES  EXCEPT  THOSE  LOCATED  IN  HAWAII  MAT  PUCE  ORDERS  WITH: 

THE  GILLETTE  COMPAKT 
PRUDENTIAL  TOWER  BUILDING 
BOSTON,  MASSACHUSETTS  02199 


ntatire  to  cl«ck 
t  dated  aarckandiaa 
•  iradit 


ft  ICE  AMECNENT  IUUETIN 

CONTINUATION  SHUT 

•(/III  IN  I II /III _ 


VINOOI 

nmim  cokpamy 


EFFECT  I  VC  UNTIL 


IMICTIVI  OATI 

1  KEY  1968 
IEFUCEI 


■■rr. 

D4 


1  APRIL  I960 


1—1 

1  Al  riMTHKH  HVIIVt  l— 1  KATIN 

— 

1BLLIM* 

1  TIM 

Nt. 

01  ICI  1  M  ION 

EATBRV 
•  ALII 

•  ALII 

OUAN 

VlltHT 

MM* 

MICI 

(MIT 

MICI 

BLADES.  RAZOR  •  DOUBU  SXS  - GILLETTE 

CTNS 

PER 

Stift 

LBS. 

* 

anal 

Solf-Sonrico  Blister  Paek. 

1. 

«JfK"  STiTOTJtSS  STEEL  BLACKS 

#1980  5' a  -  24  diapanaara 

IJP  par  carton. 

51* 

49) 

12 

Ik 

11.37 

Pkg. 

•H 

2. 

#1981  10' a  -  12  diapanaara 
UR  par  carton. 

400 

12 

8 

10.44 

pkg. 

.98 

3. 

#1982  15' a  -  12  diapanaara 
par  carton. 

9* 

1000 

1 

12 

1 

9.75 

14.26 

pkg. 

1.40 

A. 

SUPER  BLUE  BLADES 

#1029  15' a  In  dlapanaar. 
fjjjKPj  12  diapanaara  par 
'O'  carton. 

800 

32) 

12 

10 

7.20 

pkg. 

.70 

5. 

#1028  10*  a  In  dlapanaar. 

12  diapanaara  par 
carton. 

200 

Toe* 

12 

8.5 

4.97 

Pkg. 

.49 

6. 

THIN  BLADES 

#1362  10'  a  -  12  packagaa  par  carton 

• 

5) 

12 

6 

3.24 

pkg. 

.32 

^3\mtRTTi.  BAND  RAZOR 
{^^(NaYer-Out  category) 

7. 

TBCHMATIC  RAZOR  BAND  REFILL3 
#1807  Technatlc  Rator  Band  Refill 
for  Tachaatlc  Rarer  conaiat- 
ing  of  a  continuous  band  of 

6  ahaving  edges.  Packed 

12  bands  par  carton. 

14) 

12 

7 

7.20 

pkg. 

.70 

8. 

#1810  Techaatlc  Rarer  Band  Refill 
for  Tachaatlc  Rarer  consist¬ 
ing  of  a  continuous  band  of 
10  sharing  edges.  Packed 

12  bands  par  carton. 

12 

7 

11.45 

pkg. 

1.10 

9. 

BLADES  ■  INJECTOR 

#1513  7  Edges  par  Injector. 

12  Injectors  par  carton. 

T59 

12 

8 

7.20 

pkg. 

.70  l 

t 
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nu  Z  or  k  g»n ( 


MICE  AM  CEMENT  IULLETIN 

CONT I H U A  T I  ON  INIIT 

ti/m  »>  [  1 1  /««) _ 


vmooa 

THE  GILLETTE  COMPANY 


iMtcmt  UTI 


EFFECTIVE  UNTIL 
FIMTHEN  NOTICE 


1  MAT  1968  [  D-l 

SIEFUCU  , 

IULLETIN  HTEI  1  APBTT- 


DESCRIPTION 


l  sets  -  nnjJCTTg 
I  RAZOR.  BAUD  (Never-Out  Categc 


tBThmatic  RAZOR 

10.  #2731  Techaatic  Razor  Kit  includes  52% 
razor  and  ribbon  band  of  6 
edges,  packed  in  a  styrene 
travel  case.  Packed  12  sets 
per  carton. 


11.  #2132  SUPER  SPEED  -  Nickel  plated 
1  piece  razor  and  1  dispenser 
of  2  Super  Stainless  Steel 
Blades  in  plastic  case. 

12  per  carton. 


<s> 


#2501  SLIM  ADJUSTABLE 
Nickel  plated  with  dispenser 
of  2  Super  Stainless  Steel 
blades,  plastic  case. 

Packed  12  sets  per  carton. 


SHAVE  CREAM.  FOAMY. 


(Never-Out  Category) 
EM.MT  AKHnsni-  A*  07. 

13.  #4 030  Regular 


1730  Menthol 


FOAMT  AEROSOL.  11  OZ. 
14040  Regular 


16 J  #4740  Menthol 


AFTER  SHAVE  LOTION  -  SUN  UP 
MW  A  oz.  bottle 


1SJ  #6635  6.75  oz.  battle 


gfiAHT  -  ms  W& 

I  #6594  4  oz.  can 


#6559  3  oz.  can 

SPRAT.  RIGHT  CUARD.  7  OZ.  CAN 
y  (Never-Out  Category) 

10  Family  size  can,  7  oz. 

#6577  Decorator  can,  7  oz. 


Guam 

MIGHT 

MIN 

Oft  MR 

COST 

Ml  Cl 

22Z. 

LBS. 

* 

m 

3  14.5 


3  13 


3  16 
Bff. 


2  15.3 

2  15.3 1 


19.92  set  2.00 


7.20  set  .70*4! 


12.69  «*t  1.30  . 

l/6el  12.89  set  1.30*4 


14.75 

5.40 

can 

14.75 

5.40 

can 

23.75 

6.70 

can 

23.75 

6.70 

can 

14 

6.70 

btl 

26 

10.05 

btl 

11.2* 

6.70 

can 

9 

5.29 

can 

9.98  can  .98 
9.98  can  .98 


U.S.  NAVY  SHIP'S  STORE  OFFICE  -  BROOKLYN  N.Y. 


mo  rrto  hut 


mm  2 _ or  4  Man 


PRICE  AM  CEMENT  IUIUTIN 

CONTINUATION  IMItT 
11/1  IB  Mill 


VINDOB 

THX  GULim  COMPAMT 


IfPICTIVI  tATC 

1  MAI  196* 


□  *» 


m 


EFFECT  I VI  UNTIL 
FURTHER  NOTICE 


DO WLLSTIN  DATED  1  A*RIL 


|im7T7TE 


nrrTTT 


0  I  I  t  I  I  M  I  0  N 


23.  #6018  3  oc.  tub* 

24.  #6017  4.5  oz.  tit* 


2$.  #601$  4  oz.  bottl* 
26.  #6014  6  oz.  bottl* 


PIS  FLAT  AID3 


27.  #5357  Modular  took,  20  hook, 
p*gbo*rd  type  for  cuh 
regiatar  or  counter. 
Available  upon  r*qu*at 
at  no  charg*. 


28.  #5383  S*lf-Servic*  Rack,  20  hook, 
pegboard  type  for  caah 
regiatar  or  counter. 
Available  upon  requeat 
at  no  charge. 


♦MINIMUM  CROSS:  ORDERS  SHOULD  BE  PLi 
EFFECT  FBOHFT  SHOTB 
PLACED  IN  MULTIPLES 
FROM  BOSTON,  MASSAO 


CASK  PACKHP  SF 


IIFICATI0N3:  HEGULN 
STRAPS 


IBS 

OMAN 

VKIBMT 

DOZ. 

IK 

65X 

2 

6.5 

2 

9.2 

35* 

2 

17.5 

loo? 

2 

22 

EACH 

iiiLiaa 

Faici 


1 


5.97  tub*  .55 
7.30  tub*  .70 


5.97  btl.  .55 
7.30  btl  .70 


1  21  1  NOCH 


9  OF  !  FANDAR )  CAS! 
3HIPPI  »  POI  ITS. 

I  PACK  5  MUSI  BE  SI 


CASE  PACKS 


CONTAIN 


NO  JDDITIC 


U.S.  NAVY  SHIP'S  STORE  OFFICE  •  BROOKLYN  N.Y. 


me  irn  ijm: 


PACIPK  IICNMMI  SVSTIM _ 

OMMOITY  MftTMCT  NOTIOI 


VINDORi 


KttNihlta  Elaotrlo  Ind.  Co. ,  Ltd. 
Tokyo  Industry  Balts  Off 1 os 
•-a,  4-shosts ,  Chibs, 

Mlnato-ku,  Tokyo  Ph!  463-2935,  3111 


Yokohws  Port  sxespt  for  oxehanisa 
loostsd  in  Jspsn. 


VINDOR'S  STOCK  M  STYLI 
NUMSSR  AMO  DISCRIPTION 


CCN  MO. i  497.jA-6?-045 _ _ 


IPPICTIVI  OATI  if  Juno,  1$$7 _ 


DIUViry  so-40  days  sftor  rsoolpt 


nm 


UNO  RIOUISITIOM  TO. 

pacix  rnoeuRtscMT  oppici  -  Jspsn 

AM  00525 


UNIT  I  0R0IR 


10.  064.361 


11.  064.301 


12.  068.371 


13.  068.301 


14.  068.361 


15.  064.341 


16.  060.351 


17.  064.371 


I 


068.381 


CAM  DISCOUNT 


NIT  48  DAYS 


PACKX  «?■? »  37 


ART-757 ,  10  Transistor,  3  Bsnd  AM/TU 
AC/DC,  Ops ration  with  ftiilt-in 
AC  Adsptor ,  w/Earphons  A  Bsttsry 

ART-800,  0  Transistor,  2  Band  AM/TV , 
AC/DC,  w/Ksrphons ,  Bsttsry  A 
Carrying  Csss 

ART-880,  18  Transistor,  3  Band  AM/IM 
/MB,  Automatic  Tuning,  Usabls  as 
Car  Radio,  w/Earphons  A  Bsttsry  | 

ART-1008MD,  10  Transistor,  3  Bsnd 
inr/K/MB,  w/Earphons  A  Bsttsry 

ART-SOOOA,  20  Transistor,  14  Mods, 

11  Band  MW/TV/LW/SK1-8,  Built-In 
AC  Adsptor,  w/Earphons  A  Bsttsry 

ARP-6060 ,  12  Transistor,  2  Band  AM/T1 
Automatic  Tuning,  w/Sarphons  A  Battsi 
w/Carrylng  A  Shouldsr  Straps 

AB-1077,  7  Transistor,  1  Band  AM  onlj 
w/Barphona,  Bsttsry  A  Wrist  Strap 

ART-617 ,  6  Transistor,  2  Bsnd  AM /TV, 
w/Esrphona,  Battary  A  Carrying  Cass 

ART-10CMA,  12  Transistor,  4  Bsnd 
AM/TU/VB/SV,  AC/DC,  w/Earphons, 
Battary  A  Antsnna  Lsada 


SPICIAL  DISCOUNTS  dOINTIPT). 


$27.00  $36.50 


819.20 


$46.46 


$26.00 


$190.00  258.00 


$24.00 


$  5.00 


$13.50 


$43.50 


SPECIAL  PACKING  INSTRUCTIONS: 


NOT  TO  DISSCNINATID  OUTSIOI  IKCNAN6I  OR  COMMAND  CMANNILS 

M<tc*i>i»e  OIMCIIVI,  trrsniTl  IIMTII  ^  J\m*  19^°  pass _ 5L_0P_ 

PICK  *UMlC«CNT  6  TO  IW  IM  •"“•w'l»$  WWIlfc. 


APPENDIX  D 


AAFES  AREA  SUPPORT  CENTER  MAP 


AREA  SUPPORT 


(N0PTHWE5T 


MALmSTROm 


mountain 


home  afb 


ELLSWORTH 


BEALE  AFB 


HILL  AFB 


UTAH  AREA 


F  E  WARREN 


OFFUTT  AFB* 


PRESIDO  OF 
/  SAN  FRANCISCO’ 

V-'^>'BAY  AREA1 


VANDENBERG 


EDWARDS  GEORGE 


AFB*  MFBDES 


FT.  MACARTHUR 


^SOUTHERN  AREA  *MARCH  aFB 


ACADEMY ENT  AFB 


FT.  CARSON 


FT  LEAVENWORTH 


FT.  RILEY  • 


FORBES  Aft(gE 


MCCONNELL  AFB 


VIV  A  Vj|  SANDIA  BASE 


LUKE  AFB  W|LL|AMS 


DAVIS  MONTHAN 


FT. HUACHUCA 


t.  BLISS 


CANNON  AFB. 


HOLLOMAN  AFB 


•WHITE  SANDS 


MISSILE  RANGE 


AMARILLO  I  TINKER  AFB* 


SHEPPARD 


CARSWELL  AFB 


FT  WOLTERS  • 


RICHARDS 


GEBAUR  AF 


FT  LEONARD 
WOOD  • 


BLYTHEVILLE 
LITTLE  ROC 


LEGEND: 

EXCHANGE  LOCATION 

• 

ASC  BORDER 

— 

ASC  HEADQUARTERS 

o 

ATLANTIC  OFFSHORE  EXCHANGES 

• 

LAUGHLI 


•  FT.  HOOD 


JUSTO 

IUSTOI 

.**'  t 

/ 

LACKLAND  AFB 


BERGSTROM 
:B 


AS  OF:  26  MAY  1968 


PPORT  CENTERS 


FT.  . 

MCPHERSON 

'•  \  I  Jordon’ 

rco^ER;  I U  robins 

ft>  V  • , 

BENNING  X  ' '  sFT.  STEWART 

D  A  * 


homestead/ 


ALPHABETICAL  LISTING’ 


4^TE8  AMD  AflC  LUIQB 

AAiraaa 

Hoadqusr.er* 

Amy  end  Air  Toro#  Uchange  Service 

Dallas,  Texas  75222 

Location 

3911  Walton  Walker  Blvd. 

Dallas,  Texas 

Alamo  Area  Support  Center 

Lulldtng  370 

Fort  Sam  Houston,  Temaa  75234 

Fort  Sam  Houeton,  ftiildlng  370 

San  Antonio,  T*xe* 

Capitol  Ares  Support  Center 

Building  6 

Cameron  Station,  Virginia  22314 

Cameron  Station,  Gliding  6 
Alexandria,  Virginia 

Carol Ins  Area  Support  Center 

1745  Stater  .'treat 

Columbia,  Sou  h  Carolina  29201 

1745  Suater  Street 

Co  limb  Is  South  Caroline 

Colorado  Area  Support  Center 

P.  0.  Box  646 

Aurora,  Col credo  80010 

Rocky  Mountain  Arsenal 

Denver,  Color#  lo 

Golden  Gate  Are*  Support  Center 
tox  3553 

San  Tranciaoo,  California  94119 

341  Market  ’’treat 

San  Franc  leoo,  Olifnrria 

Kenmae  Araa  Support  Ceoter 

Building  320 

Torbec  ATB,  Kansas  66620 

Forbes  ATT,  Building  320 

Topeka,  Xaneas 

Lou is lane  Area  Support  Caoter 

1500  Airport  Drive 

Shre/epurt,  toulelana  71107 

1500  Airport.  Drive 

Shreveport,  Louisiana 

Mid- Atlantic  Ar*a  Support  Center 

Building  f  Vu 

Tart  Dlx,  d«w  « ersey  08640 

Tort  Dlx,  Building  S-5341 

Wright stown,  Hew  Jersey 

lew  En#l and  .*rea  Support  Canker 

Building  6521 

Westor»r  ATB.  KaaaaehiMtts  01022 

Uestover  ATB,  Building  6521 
Oiioopoe  Tails,  km  fteachu  cette 

Ohio  Valley  Area  Su; port  Center 

Building  250) 

Indian*  Amy  ‘•munition  Plant 

Charier town,  Indiana  47111 

Indiana  Army  Aasminition  Plant, 
Building  2501 

Charlestown,  Indiana 

Puget  So  uid  Area  Support  Center 

Builalur  8080 

Port  .ev  e,  Washington  98433 

Port  Levis,  Building  8080 

Taooma,  Washington 

Southeast  Area  Support  Center 

Hontgemery  Industrial  Ttmlnal,  fcilldlag  T-5 
1280  Kerthav  Street 

Montgomery,  Alabama  36108 

Montgomery  Industrial  Terminal 
binding  t-5 

1280  Kershmw  Street 

Montgomery,  Alabama 

Southern  California  Area  Support  Center 
Building  533 

Norton  APB,  California  92409 

Norton  APB,  Building  533 

San  Bernardino,  California 

Southwest  Area  Support  Center 

Box  8053 

Biggs  Field  frmnah 

D  Peso,  Texas  79908 

Biggs  APB,  Building  745 

El  Paso,  Texas 

Team*  Area  Support  Center 

Box  6988 

Port  Worth,  Texas  76115 

Fort  Worth  Federal  Center 
Building  2,  Felix  Street 

Tort  Worth,  Teas 

tfi;  htarv  vMir 

lilUIU 

Capitol 

020* 

Mignt  Sound 

4915-1 

Tnxoma 

3850-1 

Tnx'ma 

370? 

Capitol 

0203 

Capitol 

0)01-1 

hld-Atlantlc 

1363-1 

Mid-Atlantic 

1363-2 

Southeast 

0785-1 

U»ul  sltna 

3665 

4793 

Ohio  Valley 

2506-2 

Mid-Atlantic 

1337-1 

Alamo 

3724 

Louis  Una 

3448 

Capitol 

0104 

Hew  England 

1670-1 

Southeast 

0897 

Alamo 

3722-1 

Kansas 

2478-1 

Southern  California 

4732-1 

Capitol 

0)01 

Capitol 

0312-2 

New  England 

11)5-1 

Southeast 

359(-2 

Kansas 

2677 

Capitol 

0312-3 

Golden  Late 

4792-3 

Southwest 

3905 

Mid-Atlantic 

1965 

Taxons 

3742 

Gol Jen  Gate 

4797 

Ohio  Valley 

2507 

Carolina 

0654 

Carolina 

o654-l 

Ohio  Valley 

2146-1 

Ohio  Valloy 

2090-1 

Texoaa 

3851-1 

Southeast 

3596-1 

Southeast 

0842 

Ohi.  Valley 

245'-! 

Southwest 

4085 

Ohio  Valley 

2091-1 

Capitol 

0312-1 

Southeast 

0785-2 

Mid-Atlantic 

1864 

Hew  England 

1074 

Colorado 

45«)-2 

Kansas 

2781 

Texoma 

3742-1 

Texo»a 

3745 

Capitol 

0205-1 

Southern  California 

4733 

So  jtheast 

0«U 

Alamo 

3722-2 

Colorado 

2982 

Louisiana 

3'67 

Colondo 

412) 

Puget  Sound 

4916 

Ohio  Valley 

2575-1 

Colorado 

4120-1 

Kansas 

3210 

Golden  Gate 

4790-1 

Capitol 

0307 

Ohio  Valley 

2392-1 

Southeast 

0783 

Southwest 

3770 

Carolina 

0530 

Ohio  Valley 

2146 

Colorado 

4124 

Texoma 

3850-2 

Capitol 

0206-1 

New  England 

1670 

Mid-Atlantic 

1760 

Capitol 

0310 

Capitol 

0206 

Carolina 

0750 

Mid-Atlantic 

1363 

Mid-Atlantic 

1762-1 

Ohio  Valley 

2091-2 

Capitol 

0206-2 

Alamo 

3740 

Southwest 

4087 

Southern  California 

4734-1 

Carolina 

0632 

Ohio  VaUey 

2145 

Kansas 

mi 

mine  ImtiUitlflft 

AUrdMn  Pro.lft*  Qround,  Maryland  21005 
Adair  ATS,  Oregon  97330 
Altui  ATB,  Oklahoma  ?352? 

Amarillo  ATB,  T«*m  79111 
Andrew*  ATB,  Washington  D.C.  203)1 
Arlington  Hell  Station,  Virginia  22212 
Any  Pictorial  (Untar,  Haw  Tort  11106 
Amy  Rs fruiting  Station,  New  Tort  10004 
Atlanta  Amy  Depot,  Georgia  J0G*n 

Barkadale  ATB,  Louisiana  71110 
Beal*  ATB,  California  99903 
Belleville  ATS,  Ullnol*  62220 
Benton  ATS,  fennaylvanla  17814 
Bsrgstrom  ATB,  Texas  78743 
Bythevlll*  ATB,  Arkanaaa  72317 
Bolling  ATB,  Washington  D.C.  20332 
Boston  Amy  Base,  Massachusetts  02210 
Brookley  ATB,  Alahaiaa  3 66 15 
Brooks  ATB.  Teias  78236 

Calumet  ATS,  Michigan  49913 

Caabrla  ATS,  Cambria,  California  93428 

Cameron  Station,  Virginia  22314 

Camp  A.  T.  Hill,  Virclnla  22427 

Caap  Drum ,  New  York  1  3(0  3 

Caap  Leroy  Johnson,  Louisiana  70140 

Caap  McCoy,  Wisconsin  *4656 

Caap  Pickett,  Virginia  23824 

Caap  Roberts,  California  93446 

Cannon  AFH,  New  Mexico  88101 

Car!  e  Barracka.  Pennsylvania  17013 

Cnr swell  AFB,  Taw*  76127 

Castle  ATB,  Call  Tortile  99342 

Chenute  ATB,  111  loo  la  <1866 

Charleston  ATB,  South  Carolina  29404 

Charleston  Amy  Depot,  South  Carolina  29404 

Clarksville  Bscs,  Tennessee  37040 

Clinton  County  AFP,  Ohio  47177 

Clinton  Shaman  AFP,  Oklahoma  73633 

Columbus  ATB,  Mlaaiaalppl  39709 

Craig  AFP,  Alabama  36701 

Cucter  ATS,  Michigan  49015 

Cavla-Monthan  ATB,  Arizona  8570* 

Defense  Construction  Supply  Center,  Ohio 

Dsfenxa  General  Supply  Center.  Virginia  232. 

Dobbins  ATB,  Georgia  J0060 

Dover  ATB,  Delaware  19901 

tow  ATB,  Maine  04401 

Dugvay  Proving  Ground,  Utah  84021 

UiluthttF,  Minnesota  5*814 

Duncanville  Amy  Air  'tefens#  Site,  Texas  75! 

Dye  IS  ATB,  Texas  79607 

Edgewood  Arsenal,  Maryland  21010 
Edwards  AFB,  California  93523 
Egllr  AT*  Plo-ida  3254? 

Ellington  AFB,  Texas  77030 
Ellsworth  ATP,  South  Dakota  57707 
England  ATB,  Louisiana  71304 
bit  ATB,  Colorado  B091 2 

Fairchild  ATB,  Washington  99011 

Fifth  U.S.  Amy  headquarters,  Ullnol#  '061 

Tltaslaona  General  Hospital,  Colorado  80C40 

Torbe#  AFB,  Xansae  66620 

Tort  Baker,  California  94965 

Fort  Belvoir,  Virginia  22060 

Tort  Benjamin  Harriaon,  Indiana  462I6 

Tort  Banning,  Georgia  31905 

Tort  Biles,  Texan  7*9x6 

Tort  Bragg,  North  Carolina  28307 

Tort  OmpbeH,  Kentucky  42222 

Tort  Car  eon,  Colorado  80913 

Tort  Chaffee,  Arkaraas  72905 

Tort  Cetrick,  Marylar.d  21701 

Tort  Lavena,  Mosaachusetts  01433 

Tort  Dlx,  New  Jersey  C864O 

Tort  Bustle,  Virginia  2X4)4 

Tort  Georg#  C,  Meade,  Maryland  20755 

Tort  Gordon,  Georgia  30905 

Tort  Hamilton,  Now  Tort  11252 

Fort  Hanoock,  hew  Jeremy  07701 

Tort  Heyea,  Ohio  43215 

Tort  Holablrd,  Maryland  21219 

Tort  Hood,  Texas  76944 

Tort  Huachuoa,  Art tons  85613 

Tort  ..-win,  California  92310 

Tort  Jackson,  South  Carolina  29207 

Tort  Knox,  Kentucky  40120 

Tort  Leavenworth,  Kansas  6(4)27 


•NOTE i  Reporting  exchange*  rhown  on  the  r.*[  *ire  indicted  rj  1  t  ur-dlgi* 
activity  eode.  Branches  and  annexes  ‘f  rep.rMng  •X'h,ing«s  1  ».■  * 

appear  on  the  up  Lut  are  indicated  h*  r*-  ly  n  fiv»—  iigif  ■  d*. 


a.  miittr.  initiiiiuai 

Aterdesn  Proving  Ground,  Maryland  21005 
Adair  AFS,  Oriffon  97)» 

Allua  AFB,  Oklahoma  73521 
Amarillo  AFB,  Tout  79111 
Andrewi  AFB,  Washington  D.C,  20311 
Arlington  Kail  Station,  Virginia  22212 
Army  FI ctorlal  Cantar,  New  York  11106 
Army  Recruiting  Station,  New  York  10004 
Atlanta  Army  Depot,  Georgia  30050 

Barkadals  AFB,  Louisiana  71110 
Baala  AFB,  California  95'# i 
Ballavllla  AFS,  Illinois  62220 
Barton  ATS,  Pennsylvania  17*14 
Bergstrom  AFP,  Tana*  7fl7 /,} 

Blythavllla  AFB,  Arkanaaa  7231? 

Bolling  AFD,  Washington  D.C.  20J32 
Boaton  Amy  Bars,  Haaia-huaat ta  02210 
Hookley  AFB,  Alabama  fU,lr 
Brook  a  ArB,  Taxaa  7*236 

Caliaat  APS,  Michigan  49913 

Caabrla  AF3,  Cambria,  California  9342* 

Cameron  Station,  Virginia  ,VJ14 

Gamp  A.  P.  Hill,  Virginia  22^2 7 

Camp  Orta,  Na^  vork  ljfOi 

Camp  Laroy  Johnson,  Louiilana  70140 

Camp  McCoy,  Wisconsin  V,f.56 

Camp  Plckatt,  Virginia  23*24 

Camp  Roberta,  California  <>?44( 

Cannon  AFB,  New  Mexico  8*I0J 

Carl  1 al a  Barrack*.  Pennsylvania  17013 

Cot  swell  AFB,  Toxas  76127 

Caatla  AfB,  Callfon.in  9*  34-' 

Chanute  AFB,  Ullnola  'IB". 

Charleston  AFB,  South  Carolina  .'’9404 
Chari «•  ton  Array  Depot,  South  Carolina  29404 
Clarksville  Hace,  Tennessee  37Q4O 
Clinton  County  AFB,  Ohio 47177 
Clinton  Sharaan  AFB,  Oklahoma  73633 
Columbus  AFP,  Mississippi  397nt 
Craig  AFP,  Ala  Ism  j'.701 
Cuater  APS,  Michigan  49015 

Davia-Monthen  AFB,  Arizona  R57DB 

Defersa  Construction  Supply  Center,  Ohio  41215 

Defense  General  Supply  Center,  Virginia  2321.'’ 

Bobbins  AFB,  Georgia  30060 

Dover  AFB,  Delaware  1W1 

Dow  AFB,  Maine  04401 

Dugvay  Proving  Ground,  Utah  *4022 

.uluth  XAP,  Minnesota  5*5*14 

Duncanville  A ray  Air  'lefenae  Sl*o,  Ttxas  75116 

Dvrss  AFB,  Texas  7%07 

Edgewood  Arsenal,  Maryland  21010 
Edwards  AFB,  California  93523 
Egllr  AF“,  Flo-Jde  325 ',2 
Ellington  AFP,  Texas  77030 
Ellsworth  APP,  Jout.b  Dakota  57707 
England  AFB,  Louisiana  71304 
Ent  AFB,  rv,jora<io  *00]^ 

Fairchild  ArB,  Washington  99011 

Fifth  tJ.S,  Army  Headquarters,  Illinois  (061 6 

Fit  salmon  1  Ganoral  Hospital,  Colorado  iOC40 

Forhea  AF3,  Kansan  66620 

Fort  Baker,  California  94965 

Fort  Bel  voir,  Virginia  22060 

Fort  Benjamin  Harrison,  Indiana  46216 

Fort  Banning,  Georgia  31905 

Fort  HUaa,  Texan  VyVii. 

Fort  LTegg,  north  Carolina  2*307 
Fort  Guphell,  Kentucky  42222 
Fort  Carson,  Colorado  *0913 
Fort  CKafiee,  Arkarnns  72905 
Fort  re  trick,  Maryland  21701 
Fort  Lavena,  Massachusetts  01433 
Fort  Dix,  New  Jersey  0*640 
Fort  Bustia,  Vlrrlnia  25(04 
Fort  George  C.  Meade,  Ms  17 land  20755 
Fort  Gordo.  1,  Georgia  30905 
Fort  Hamilton,  Now  York  1125? 

Tort  Hancock,  New  Jersey  07701 
Fort  Hayes,  Ohio  43215 
Fort  Holebird,  Maryland  21219 
Fort  Hood,  Texas  7<>544 
Fort  Huachuca,  Arizona  *5613 
Fort  Irwin,  California  9231C 
Fort  Jackson,  South  Carolina  29207 
Fort  Knox,  Kentucky  40126 
Fort  Leavenworth,  Ksnaa*  *'027 


n  or,  the  i,r, 
and  iM.'-x.g  ! 
e  Inal  'Ntf  i  h.  r» 


>2 


;t  "**•  d  ly  a  r  ..r-tl.-i* 
rMng  «x  -"ii .  •  t 
a  I’lv.  -ligi*  ■  . 


A&Hzllg 

Capitol 

0312 

Kansas 

330* 

Pugat  Sound 

4915 

Colorado 

2*80-1 

Southern  California 

47# 

Southeast 

08*6 

Capitol 

0301-2 

Suuthesat 

07*5 

Mid-Atlantic 

1762 

Capitol 

031) 

CM  pi  to  1 

0301-3 

Goldin  Oats 

4796 

Louisiana 

3666 

Kansas 

3212 

Capitol 

0206-3 

Southeast 

0*43 

Alamo 

3720 

Ohio  Valley 

2575 

Tsxoma 

3850 

Carolina 

0756 

Capitol 

0)10-1 

Hld-Atlantic 

1163-7 

Mid-Atlantic 

1)63-9 

Southwest 

3973-2 

Tsxdsmi 

3743 

Colorado 

4221 

Southern  California 

4734 

Puget.  Sound 

4364-1 

Alamo 

37a 

Colorado 

2884 

Ohio  Valley 

2506-2 

New  England 

1670-2 

New  England 

1)15 

Chlo  Valley 

?392 

Southeast 

0*40-1 

Golden  Gate 

47Q1 

New  England 

1335-2 

Colorado 

4560 

Southwest 

3971 

Carolina 

0928 

Southeast 

0944-1 

Carolina 

0756-1 

Golden  Gate 

..796-1 

Southern  California 

4662-1 

Mid-Atlantic 

1905-1 

Alamo 

3740-1 

Ohio  Valley 

2575-5 

Southeast 

35% 

Alamo 

3722-3 

Ohio  Valley 

2457 

Golden  Gate 

4791-1 

Southwest 

3973-1 

Kansas 

247* 

Alamo 

Southern  California 

Capitol 

Alamo 

Southern  Cmllfornla 
Alamo 

Mid-Atlantic 

Golden  Cats 

Ohio  Valley 

■'Jew  England 

Louisiana 

Ohio  Valley 

Hew  England 

Southern  California 

Colorado 

Southwent 

Carolina 
Puget  Sound 
h*et  Sound 
Southern  Cmllfornla 
Alamo 

Golden  Gate 

Southeast 

Puget  Sound 

Golden  Gate 

Kansas 

Carolina 

Mid-Atlantic 

Uiul alana 

Mid-Atlantic 

Mid-Atlantic 

Colorado 

Mid-Atlantic 

Southeast 

Southern  California 
Puget  Sound 


i&UzlU  Military  hslalUMe, 

Fort  Lae,  Virginia  23*01 
Fort  Leonard  Hood,  Missouri  65473 
Fort  Lawls,  Washington  9*433 
Fort  Lincoln,  North  Dakota  5*501 
Fort  MaoArthur,  California  90731 
Fort  MoClellan,  Alabama  36205 
Fort  MoNmir,  Washington,  D.C.  20325 
Fort  HoPfceraon,  Oecrgla  #330 
Fort  Monmouth,  New  Jersey  07703 
Fort  Monroe,  Virginia  23351 
Fort  l^er,  Virginia  22211 
Fort  OW,  California  93941 
Fort  Polk,  feulsiana  71459 
Fort  Riley,  Kansas  66442 
Fort  Ritchie,  Maryland  21719 
Fort  Rucker,  Alabama  36362 
Fort  Sam  Houston,  Texas  78234 
Fort  Sheridan,  IlllnoH  60037 
Fort  S1U,  Oklahoma  73503 
Fort  Stewart,  Georgia  31)14 
Fort  Story,  Virginia  2)459 
Fort  Tilden,  New  York  11695 
Fort  Wadsworth,  New  York  10301 
Fort  Ualngate,  New  Mexioo  *7)01 
Fort  Wblters,  Texas  76067 
Francis  E.  Warren  AFB,  looming  $200) 

Oeorge  AFB,  California  njrj 
Glsagow  AFB,  Montana  '92 jl 
Goodf allow  AFB,  Texas  76904 
Grand  Forks  AFB,  North  Lhkota  5*20) 

Granite  City  Aray  Depot,  Illinois  62Q4O 
Greiner  Field,  New  Hampshire  03103 
Griff isa  AFB,  Naw  York  1)442 
Or Issue  AFB,  Indiana  46971 
Gunter  AFB,  Alabama  36104 

Hamilton  AFB,  California  949)5 
Hancock  Field,  Naw  York  3  3225 
Hill  AFB,  Utah  *U01 
Holloman  AFB,  New  Mexico  **330 
Hcmsatead  AFB,  Florida  33033 
Hulburt  Field,  Florida  32542 
Hunter  Army  Air  Field,  Georgia  31409 
Hunter  Liggett  Military  Reservation. 
California  9392* 

Indian  Springu  Auxiliary  AFS,  Nevada  *901* 
Indlantoun  dap  Military  Reservation. 
Pennsylvania  17003 

James  ConnaUy  AFB,  Texas  76703 
Joliet  Army  Ammunition  Plant,  Illlnola  6Q434 

Keesler  AFB,  Mississippi  39534 
Kelly  AFB,  Texao  7J241 
Kincheloo  AFB,  Michigan  4978* 

Klngeley  AFS,  Oregon  97601 
K lit land  AFB,  New  Moxlco  *7117 

K.  I.  Sawyer  1FB,  Michigan  49643 

Lackland  AFB,  Texas  7*236 
Imke  Mead  Base,  Nevada  *9101 
Ungley  AFB.  Virginia  2) 365 
I"*»o  AFB,  Texaa  7*040 
Ims  Vegas  AFS,  Nevada  *9101 
Imughlin  AFB,  Taxaa  78*40 
Imtterkanny  Army  Depot,  Pennsylvania  17201 
Utteimen  General  Hospital,  California  04129 
Lexington  Blue  Grase  Army  Depot,  Kentucky  405a 

L. G.  Haneoum  Field,  Maeaachusetts  01731 
Little  Hook  AFB,  Arkansas  72076 
Lock  bourne  AFB,  Ohio  43217 
Loring  AFB,  Maine  04750 
l*e  Angelas  AFS,  California  90045 
Inwry  AFB,  Colorado  *0230 
Iiike  AFB,  Arisons  *5301 

MacDill  AFB,  Florida  3360* 

Madigan  Gamaral  HoapiUl,  Wa^imgton  9*431 
Nalmatrom  AFB.  Montana  5940? 

March  AFB,  California  9250* 

Matagorda  Island,  Texas  779*2 
Mntbar  AFB,  California  95655 
Maxwell  AFi,  Alabwa  36112 
McChord  AFB,  Washington  9*438 
McClellan  AFB,  California  95652 
MoOonnoll  AFB,  Kansas  67221 
McCoy  AFB,  Florida  32812 
McOiire  AFB,  Nav  Jar  say  086a 
Msaffels  Army  tfcpot,  Tennessee  3*115 
Military  Oeaan  Terminal  Bayonne,  New  Jersey  07W 
MiUtary  Owan  Terminal  Brooklyn,  New  York  1125( 
Minot  AFB,  Borth  Dakota  5*701 
Montauk  AFS,  New  York  11954 
Moody  AFB,  Georgia  31601 
Mount  laguna  AFS,  California  9204B 
Mountain  Home  AFB,  Idaho  8364* 

Mt.  Lemmon  Radar  Squadron,  Arliona  *5619 


3722 
4662-2 
0311 
3722-4 
4662-3 

3723 
1965-2 
4790-2 
M45-1 
1670-3 
346* 
2091 
1075 
4730-2 
U20 
40*6 

0926 

4915-3 

4364 

4731 

3720-1 

4795 

0*40 

4915-4 

4794 

321  3 

0926-1 

1761 

3440-1 

1363-3 

1363-4 

2*80 

1363-5 

07*4 

47)5-1 

4461 

40*5-1 


Araa  .Support  tWitar 


Carolina 
New  ft)  gland 
Southern  California 
Ohio  Valley 
Mid-Atlantis 
New  England 
Southern  California 


0634 

1670-4 


4662 

2091-3 

1965-3 

1335-3 

4735 


Go  1  dan  data 
Oklo*Vallsf 


Now  ftigland 

Southern  Cal  If  ora  La 


Puget  Bound 
Oarollnm 

New  bigland 
Towns 

Mld-Atlan*  io 
Louisiana 
Ohio  Valley 
New  England 
Carolina 
Oolden  Gate 
Golden  Gate 


Alamo 

Louisiana 

Southeast 

Tawea 

Kansas 

Caroline 


3721 

3665-1 

0M7 

3701 

3717 

0753 


Myrtle 

Natl* 

Nallls 


■w  On 
Miagar 


4790-3 

3016 

2575-3 


OfHtt 

0,ftare 


1671 

4730-3 


4915-5 

0927 

1173 

3754 

1762-2 

3460-1 

2090-2 

1336 

0530-1 

4796-2 

4790 


Southwest 
Southwest 
Southwest 
Oolden  Gate 


Ohio  Valley 
Ohio  felley 


3317-1 

3972 

37J0-1 

40*0 

4794-1 

2677-2 

27*1-3 

2090 

245* 


HIm  i 
Fa  trial 
Pease  J 


Plsmtli 
Pirns  ■ 
PltMBi 
PUttsI 
Hpe  Al 


Puget  Sound 
Southern  California 


4915-7 

473S2 


Pram  141 


Bid  He 
Bmdstoa 

Nmaee  A 


Ohio  Valley 

2575-6 

Book  Is 

Southwest 

3973 

Bans 

Kld-Atlantlo 

1337-2 

•era tog 

Ohio  Valley 

2)75-7 

Savanna 

Ohio  Valley 

2506 

Baott  Al 

Ohio  Valley 

2456 

Balfrtd) 

New  bigland 

1335-4 

Seneca  1 

Ohio  Valley 

2247 

Smart  1 

Carolina 

0531 

Seymour 

Golden  Gate 

4790-4 

Sharpe  J 

Carolina 

063) 

•haw  API 

Temoma 

3755 

Happen 

Kansas 

27*1-1 

Smell lmi 

Kansas 

3016-1 

Sioux  Al 

Mid-Atlantic 

1337 

Stewart 

Mid-Atlantic 

1363-6 

Suffolk 

Louisiana 

3665-2 

Tnaikm 

Timas 

3851 

Maker  J 

Mld-Atlantlo 

1762-3 

ltebyhttm 

Capitol 

0205-2 

Tolaheat 

Southern  California 

4662-4 

Temp pah 

Colors dj 

4560-3 

Tooele  A 

New  England 

1173-1 

TbpMM 

Golden  Gate 

4792 

Trmrle  J 

Kansas 

2677-1 

Timas  FI 

Coidea  0at« 

4790-5 

Tup  fteek 

Southeast 

09a 

Tjadall 

Colorado 

a22 

0.0.  Air 

Capitol 

0203-1 

o.s.  km 

Ohio  Valley 

2506-3 

o.s.  Aim 

Ohio  Valley 

P575-2 

O.S.  DU 

Mid-Atlantic 

1338 

0.0.  MU 

Mid-Atlantic 

1966 

Valley  ft 

ftiget  Sound 

4915-6 

Southern  Cmllfornla 

3*51-* 

4732 

Vaaoe  AT 
Vamdanbai 

Southern  California 

4730-4 

Tan  Buys 

Capitol 

0307-1 

flat  bu: 

Capitol 

0102 

Walter  ft 

New  ftigland 

1335-5 

Uashlmj 

Watervlli 

Texoma 

3703 

Webb  AFB, 

New  Enrland 

1672 

Weatever 

27*1-2  m  I 


Southwest 
Mew  Bngla'd 
Southern  California 


4086-1 

1671-1 

4732-2 


45th  i 
762md 
659btl 


Southwest 


40*6-2  6929 


Area  Support  Center 


Activity  Military  Installation 


Capitol 

0312 

Kansas 

3308 

Puget  Sound 

4915 

Colorado 

2880-1 

Southern  California 

4”30 

Southeast 

0886 

Capitol 

0X1-2 

Southeast 

0785 

Mid-Atlantic 

1762 

Capitol 

0313 

Capitol 

0301-3 

Golden  Gate 

4706 

Louisiana 

3666 

Kansas 

3212 

Capitol 

0206-3 

Southeast 

0843 

Alamo 

3720 

Ohio  Valley 

2575 

Texoma 

3850 

Carolina 

0756 

Capitol 

0310-1 

Mid-Atlantic 

1363-7 

Mid-Atlantic 

1363-9 

Southwest 

3973-2 

Texoma 

3743 

Colorado 

4221 

Fort  Lae,  Virginia  23801 

Fort  Leonard  Wood,  Misaourl  65473 

Fort  Lewis,  Washington  98433 

Fort  Lincoln,  North  Dakota  *>8501 

Fort  Mac Arthur,  California  90731 

Fort  McClellan,  Alabama  36205 

For4  *cNair,  Washington,  D.C.  20325 

Fort  Rierson,  Georgia  30330 

Fort  Monmouth,  Nev  Jersey  07703 

Fort  Monroe,  Virginia  23351 

Fort  Hjer,  Virginia  22211 

Fort  Ord,  California  93941 

Fort  Folk,  Louisiana  71459 

Fort  Riley,  Kansas  6644 2 

Fort  Ritchie,  Maryland  21719 

Fort  Rucker,  Alabama  36362 

Fort  Sam  Houston,  Texas  78234 

Fort  Sheridan,  Illinolo  £0037 

Fort  Sill,  Oklahoma  73503 

Fort  Stewart,  Georgia  31314 

Fort  Story,  Virginia  23459 

Fort  Tilden.  New  York  11*95 

Fort  Wadsworth,  New  York  103d 

Fort  Waingate,  New  Mexico  873d 

Fort  Mol ter s,  Texas  76067 

Francis  E.  Warren  AFB,  Wyoming  82003 


Southern  California  4734 


Puget  Sound  4364-1 

Alamo  3741 

Colorado  2884 

Ohio  Valley  2506-2 

New  England  1670-2 

New  England  1335 

Ohio  Valley  2392 

Sou  theas  t  O84O- 1 


George  AFB,  California  92393 
dasgow  AFB,  Montana  59231 
Goodf allow  AFB,  Texas  76904 
Grand  Forks  AFB,  North  Dakota  58203 
Granite  City  Army  Depot,  Illinois  62040 
Greiner  Field,  New  Hampshire  03103 
Griffiss  AFD,  New  York  13442 
Grissom  AFB,  Indiana  46971 
Gunter  AFB,  Alabama  3olQ4 


Golden  Gate 
New  England 
Colorado 
Southwest 
Carolina 
Southeast 
Carol  ina 
Golden  Gate 


4791  Han 11 tor  AFB,  California  94935 

1335-2  Hancock  Field,  New  York  13225 

4560  Hill  AFB,  Utah  844OI 

3971  Holloman  AFB,  New  Mexico  88330 

0928  Homestead  AFB,  Florida  33033 

0944-1  Hulburt  Field,  Florida  32542 

0756-1  Hunter  Army  Air  Field,  Georgia  31409 
4796-1  Huntar  Liggett  Military  Reservation, 

California  93928 
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Southern  California 

4662-1 

Indian  Springs  Auxiliary  AFo,  Nevada  89018 

Mid-Atlantic 

1905-1 

Indlanlown  Gap  Military  Reservation, 

Pennsylvania  17003 

Alamo 

374C-1 

James  Connally  AFB,  Texas  76703 

Ohio  Valley 

2575-5 

Joliet  Army  Ammunition  Plant,  Illinois  60434 

Southeast 

3596 

Keesler  AFB,  Mississippi  39534 

Alamo 

3722-3 

Kelly  AFP,  Texas  78241 

Ohio  Valley 

245 7 

kincheloc  AFB,  Michigan  49788 

Golden  Gate 

4791-1 

Kingsley  AFS,  Oregon  97601 

Southwest 

3973-1 

Kirtland  AFB,  New  Mexico  87117 

Kansas 

2478 

K.  I.  Sawyer  AFP,  Michigan  49643 

Alamo 

3722 

Lackland  AFB,  Texas  78236 

Southern  California 

4662-2 

Lake  Mead  Base,  Nevada  89101 

Capitol 

0311 

Im-igley  AFB,  Virginia  23365 

Alamo 

3722-4 

Uredo  AFb,  Texas  78040 

Southern  California 

4662-3 

Laa  Vegas  AFS,  Nevada  89101 

Alamo 

3723 

Laughlin  AFB,  Texas  78840 

Mid-Atlantic 

1965-2 

Letterkenny  Army  Depot,  Pennsylvania  17701 

Golden  Gate 

4790-2 

Letteraar.  General  Hospital,  California  04129 

Ohio  Valley 

2145-1 

Lexington  Blue  Grass  Aray  Depot,  Kentucky  40507 

‘lew  England 

1070-3 

L.G.  Kanacom  Field,  Massachusetts  01731 

Louisiana 

3468 

Little  Rock  AFB,  Arkansas  72076 

Ohio  Valley 

2091 

Lockbourne  AFB,  Ohio  43217 

New  England 

1075 

Loring  AFB.  Maine  04750 

Southern  California 

4730-2 

Los  Angeles  AFS,  California  90045 

Colorado 

4120 

Lowry  AFB,  Colorado  80230 

Southwest 

4086 

Luke  AFB,  Arlsona  85X1 

Carolina 

0926 

MacDill  AFB,  Florida  33606 

Puget  Sound 

4915-3 

Madlgan  General  Hospital,  Washington  96431 

Pug**4  Sound 

4364 

Malm strom  AFB,  Montana  59402 

Southern  California 

4731 

March  AFB,  California  92508 

Alamo 

3720-1 

Matagorda  Island,  Texas  77982 

Golden  Gate 

4795 

Mathar  AFB,  California  95655 

Southeast 

0840 

Maxwell  AFB,  Alabama  36112 

Puget  Sound 

4915-4 

McChord  AFB,  Washington  984 38 

Golden  Gate 

4794 

McClellan  AFB,  California  95652 

Kansas 

3a  3 

McConnell  AFB,  Kansas  67221 

Carolina 

0926-1 

McCoy  AFB,  Florida  32812 

Mid-Atlantic 

1761 

McGuire  AFB,  New  Jersey  06641 

Louisiana 

3448-1 

Memphis  Army  Depot,  Tennessee  38115 

Mid-Atlantic 

1363-3 

Military  Ocean  Terminal  Bayonne,  New  Jersey  07002 

Mid-Atlantic 

1363-4 

Military  Ocean  Terminal  Brooklyn,  New  York  11250 

Colorado 

2080 

Minot  AFB,  North  Dakota  58701 

Mid-Atlantic 

1363-5 

Mont  auk  AFS,  New  York  11954 

Southeast 

0784 

Moody  AFB,  Georgia  31601 

Southern  California 

4735-1 

Mount  laguna  AFS,  California  92048 

Puget  Sound 

4461 

Mountain  Hone  AFB,  Idaho  83648 

Southwest 

4085-1 

Mt.  Lemmon  Raaar  Squadron,  Arizona  85619 

>r«.  Support  CMtM 

lTit, 

Carolina 

0634 

New  England 

1670-4 

Southern  California 

4662 

Ohio  Valley 

2091-3 

Mid-Atlantic 

1965-3 

New  England 

1335-3 

Southern  California 

4735 

Go  1 dan  Gate 

4790-3 

Kansas 

3016 

Ohio  Valley 

2575-3 

New  England 

1671 

Southern  California 

4730-3 

Puget  Sound 

4915-5 

Carolina 

0927 

New  England 

1173 

Texoma 

3754 

Mid-btlantlc 

1762-2 

Louisiana 

3468-1 

Ohio  Valley 

2090-2 

New  England 

1336 

Carolina 

0530-1 

Golden  Gate 

4796-2 

Golden  Gate 

4790 

Alamo 

3721 

Louisiana 

3665-1 

Southeast 

0887 

Texoma 

3701 

Kansas 

3317 

Carolina 

0753 

Ohio  Valley 

2575-6 

Southwest 

3973 

Mid-Atlantic 

1337-2 

Ohio  Valla/ 

2575-7 

Ohio  Valley 

2506 

Ohio  Valley 

2456 

New  England 

1335-4 

Ohio  Valley 

2247 

Carolina 

0533 

Golden  Gete 

4790-4 

Carolina 

0633 

Texoma 

3755 

Kansas 

2781-1 

Kansas 

XI 6-1 

MU-Atlantie 

1337 

Mid-At 1 antic 

1363-6 

Louisiana 

3665-2 

Texoma 

3851 

Mid-Atlantic 

1762-3 

Capitol 

0205-2 

Sr”t.hern  California 

4662-4 

Colorado 

4560-3 

New  fo gland 

1173-1 

Golden  Gate 

4792 

Kansas 

2677-1 

Golden  Gate 

4790-5 

Southeast 

0941 

Colorado 

4122 

Capitol 

0203-1 

Ohio  Valley 

2506-3 

Ohio  Valley 

2575-2 

Mid-Atlantic 

13X 

Mid-Atlantic 

1966 

Puget  Sound 

4915-6 

Texoma 

3851-2 

Southern  California 

47  32 

Southern  California 

..730-4 

Capitol 

0X7-1 

Capitol 

0102 

New  England 

1335-5 

TexoeM 

3703 

New  England 

1672 

Kansas 

3317-1 

Southwest 

3972 

Southwest 

3770-1 

Southwest 

4088 

Golden  Gate 

4794-1 

Kansas 

2677-2 

Kansas 

2781-3 

Ohio  Vnlley 

2090 

Ohio  Valley 

2458 

Puget  Sound 

4915-7 

Southern  California 

4735-2 

Kansas 

2781-2 

Southwest 

4086-1 

New  England 

1671-1 

Southern  California 

4732-2 

Southwest 

4086-2 

Myrtle  Beach  AFB,  South  Carolina  29577 
Natick  Laboratories,  Massachusetts  01230 
Neills  AFB,  Nevada  89110 

Newark  AFS,  Ohio  4^055  _ 

New  Cumberland  Any  Depot,  Pennsylvania  17070 
Niagara  Falla  AFB,  law  York  14306 
Norton  AFB,  California  92409 

Oakland  Any  Base,  California  94914 

Offutt  AFB,  Nebraska  68113 

O'Hara  International  Airport,  Tlllnola  W666 

Otis  AFB,  Maaaa 'fc .  tta  0254 2 
Onard  AFB,  GaliiWnla  9X33 

Palma  AFB,  Washington  98205 

Patrick  AFB,  Florida  32925 

Faaaa  AFB,  ■ ew  Hampshire  03803 

Perrin  AFB,  Texas  75090 

Picatinny  Arsenal,  New  Jersey  07801 

Pine  Bluff  Arsenal,  Arkansas  71601 

Pittsburgh  Air  Defense  Sits,  Pennsylvania  15071 

Plattsburgh  AFB,  lew  York  12903 

Pope  AFB,  North  Caroline  28308 

Preeidio  of  Monterey,  California  93940 

Presidio  of  San  Franciaoo.  California  94965 

Randolph  AFB,  Texas  78148 

Red  River  Army  Depot,  Texas  75501 

Redstone  Arsenal,  Alabama  35809 

Reese  AFB,  Te».  79401 

Richarda-Gebaur  AFB,  Missouri  64031 

Robins  AFP,  Georgia  31093 

Rock  Island  Arsenal,  Illinois  60201 


Sand i a  Base,  Raw  Mexico  87115 

Saratoga  AFB,  New  York  12866 

Savanna  Army  Depot,  Illinois  61074 

Eoott  AFB,  Illinois  62225 

Sal fridge  AFB,  Michigan  48045 

Seneca  Aray  Depot,  New  York  13440 

Cewart  AFB,  Tennessee  37168 

Seymour  Johnson  AFB,  North  Caroline  27530 

Sharpe  Any  Depot,  California  95330 

Shaw  AFB,  South  Carolina  29152 

Leppard  AFB,  Texas  76311 

Selling  AFS,  Minnesota  55111 

Sioux  AFB,  Iowa  51110 

Stewart  AFB,  lew  York  12554 

Suffolk  Country  AFB,  Bow  York  11978 

Texarkana  AFS,  Texes  75501 

Tinker  AFB,  Gklahomn  73145 

Tobyhanna  Any  Depot,  Pennsylvania  18466 

Tol chaster  Any  Air  Defense  Site,  Maryland  21620 

Tonopah  AFS,  Nevada  89049 

Tooele  Any  Depot,  Utah  84074 

Topehsm  AFS,  Maine  04086 

Travi*  AFB,  California  94535 

Truer  Field,  Wisconsin  53707 

Two  Bock  Ranch  Station,  California  94952 

Tyndall  AFB,  Florida  32401 

U.S.  Air  Foros  Academy,  Colorado  SO84O 

U.S.  Any  Strategic  Coamun  lest  lone,  Maryland  20331 

U.S.  Any  Support  Center,  Misaourl  63102 

U.S.  Disciplinary  Barracks,  Wisconsin  53201 

U.S.  Military  Academy,  New  York  10996 

Valley  Forge  General  Hospital,  Pennsylvania  19460 

Vancouver  Barracks,  Washington  98660 

Vance  AFB,  Oklahoma  73702 

Vandenberg  AFB,  California  93437 

Van  Nuya  Airport,  California  91409 

Vint  Hill  Fane  Station,  Virginia  22186 


Walter  Reed  Any  Medical  Center, 

Washington,  D.C.  20012 
Matervliet  Arsenal,  New  York  12189 
Webb  AFB,  Texas  79721 
West over  AFB,  Massachusetts  01022 
Whiteman  AFB,  Misaourl  65301 
White  Sands  Missile  Range,  New  Mexico  88002 
William  Beeimont  General  Hospital,  Texas  79920 
Williams  AFB,  Arlsona  85225 
Winnemucca  AFS,  Nevada  0944* 

Wisconsin  National  Guard,  Wisconsin  54618 
Wold-Chamberlain  AFB,  Minnesota  55111 
Wright -Pat tereon  AFB,  Ohio  45433 
Wurtamlth  AFB,  Michigan  48753 

Yakima  Firing  Center,  Washington  98901 
Yima  Proving  Grounds,  Arlsona  85364 

II V  Corps,  1006  West  Lake  Street,  Minneapolis, 
Minnesota  55408 

45th  Support  Squadron,  Arizona  85337 
762nd  Radron  (Sage),  Massachusetts  02652 
6596th  Instrumentation  Squadron, 

Vandenberg  AFB,  California  93437 
(#29  Radar  Squadron,  Arizona 85301 
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APPENDIX  F 

EXAMPLES  OF  PROFIT  AND  LOSS  STATEMENTS 


EXCHANGE  OPERATING  STATEMENT  ARMY  AND  AIR  FORCE  EXv  ^NGE  SERVICE  •  PROFIT  AND  LOSS 
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PAGE  NO.  5 
PRELIMINARY 


INCOME 

Sales  (All  Exchanges) 

Retail  Departments 
Service  Departments 
Total  Sales 

Cost  of  Sales 

Reserve  for  Inventory  Shortages 
Cost  of  Merchandise  and  Materials 
Total  Cost  of  Sales 
Gross  Profit. 

Direct  Expense 
Payroll 

Vacation  and  Termination  Pay 

Stationery  and  Supplies 

Employee  Benefits  -  Local  Nationals 

Repairs  and  Minor  Replacements 

Taxes  -  F1CA 

Utilities 

Retirement  Annuity  Contributions  -  Exchanges 
Miscellaneous  Expense 

1'otal  Direct  Department  Expense 
Net  Contributions 

Exchange  General  Expenses 
Payroll 

Vacation  and  Termination  Pay 

Stationery  and  Supplies 

Employee  Benefits  -  Local  Nationals 

Repairs  and  Minor  Replacements  and  Alterations 

Installation  and  Alteration  Expense 

Retirement  Annuity  Contributions  -  Exchanges 

Taxes  -  FICA 

Federal  Occupational  Taxes 
Utilities 

Freight,  Express  and  Haulage 
Cash,  Short  or  Over 
Traveling  Expense 
Telephone,  Telegraph  and  Postage 
Miscellaneous  General  Expense 
Exchange  Profits  or  Loss  Transferred  to  NSSO 
NESC  Expense  Allocated  to  Exchanges  -  NSSO 
Total  Exchange  General  Expense 

Gross  Operating  Profit  Before  NSSO  Charge 

Exchange  Other  Income 
Purchase  Discounts 
Miscellaneous  Other  Income 
Income  from  Concession 

Inc  me  from  Sale  of  Money  Orders  and  Travelers  Checks 
Total  Exchange  Other  Income 
Net  Exchange  Contributions 


U.  S.  NAVY  SHI1 


l NAVY  EXCHAl 


COMPARATIVE  OPERATING  SM 


MONTH  ENDING 


25  MAY  1968 

$33,735,740 

21.712,594 

$55.448.334 


PERCENT 
OF  SALES 

60.8 

39.2 


100.0 


$  253,019 

.5 

40.273.921 

72.6 

$40,526,940 

73.1 

$14,921,394 

26.9 

$  5,453,208 

9.9 

414,951 

.7 

230,515 

.4 

203,858 

.4 

162,199 

.3 

186,605 

.3 

110,259 

.2 

150,105 

.3 

_ 523,375 

.9 

j 

>  7,435,075 

Uik 

j 

»  7,486,319 

U*1 

$  1,188,640 

2.1 

(163,019) 

(.2) 

57,124 

.1 

60,360 

.1 

103,021 

.2 

404,629 

.7 

37,215 

.1 

42,228 

.1 

-0- 

.0 

32,373 

.1 

4,886 

.0 

6,283 

.0 

25,076 

.0 

52,04 2 

.1 

26,957 

.0 

(30,703) 

(.1) 

—0— 

.0 

$  1,847.112 

3.3 

$  5,639,207 

10.2 

$ 

32,565 

.0 

36,619 

.1 

35,011 

.1 

7.667 

.0 

•i' 

.111.862 

.2 

$  5,751,069 

10.4 

22 


$34 


$12 


$  4, 


$  6. 


LL 


$ 

(i 


$  4^ 


U.  S.  NAVY  SHIP'S  STORK  OFFICE 
(MAVT  EXCHANGE  DIVISION) 

COMPARATIVE  OPERATING  STATEMENT  AS  AT  25  MAY  196$ 
MONTH  ENDING _ _ 


12  MONTHS  FISCAL  TEAR  TO  DATE 


1968 

PERCENT 

OF  SALES 

25  MAY  1967 

percent 

OF  SALES 

25  MAY  1968 

rausiii  i 

OF  SALES 

25  MAY  1967 

5,740 

2.594 

3.334 

60.8 

39.2 

100.0 

$27,583,351 

18,965.648 

$46.548.999 

59.3 

40.7 

100.0 

$382,364,839 

240.802.957 

$623.167,796 

61.4 

38.6 

100.0 

$328,267,382 

216.189.333 

$544.456.717 

PERCENT 


60.3 

JU. 

100.0 


3,019 

2i22L 

LB 


.5 

HA 

lltl 

2679 


$  206,876 

2Lm*m 


$34.165,576 


$12.383.423 


.4 

-a* 


$  2,867,746 

i^26. 


i  458,194. 
11164.9737150 


$  2,491,784 
397.925.471 
i  400.417.255 
MU.019.462 


U,  8.  NAVI  SHIP'S  ST( 
(NAVY  EXCHANGE  DIV3 
COMPARATIVE  OPERATING  STATEMEI 


Total  Not  Excnange  Contribution*  Brought  Forward 

leap  Expense 
Payroll 

Vacation  and  Taroination  Pay 
Batiremant  Annuity  Contribution  -  NS80 
Group  Ufa  Insurance  Contribution* 

Group  Comp.  Medical  Contribution*  -  NSSO 
Career  Management  Expense 
Provision  for  Bnployees'  Death  Benefits 
Bnployment  Expanse 
Bsployees'  Benefits 

Stationery  and  Supplies  Exchange  (Printed  Forms) 

Stationery  and  Supplies  -  NSSO 

Stationery  and  Supplies  -  NSSO  (IDP,  Ml  Forma) 

Bepairs  and  Minor  Replacement* 

thchine  Rentals 

Federal  Insurance  Contributions  Act  -  Tax 

Display  Material  Expense 

Utilities 

Freight,  Express  and  Overpacking 
Traveling  Expense 
Telephone  and 'Telegraph 
Postage 

Repair  and  Alterations  to  Building  and  Equipment 
Insurance 

Subscriptions  and  Periodical* 

Professional  Service* 

Automobile  Expense 
Miscellaneous  Expense  (General) 

Foreign  Currency  Revaluation  Expense 
Grants  -  Navy  Exchange* 

Exchange  Losses  Absorbed  by  NSSO 
Advisory  Committee  Expense 
Bad  Debts 

Research  and  Development  Expense 
Management  -  Seminar  Expense 
NUS  Exchange  Support 
Service  Charge  Rebate 

Total  NSSO  Expense  Before  Provision  for  Reserve 


Provision  for  Reserves 
Prov.  for  Self-Insurance  Losses  Sustained 
Prov.  for  Reserve  for  Dep.  -  NSSO  Equipment 
Prov.  for  Reserve  for  Revaluation  of  Inventory 
Total  NSSO  Provision  for  Reserve 
Total  Operating  Profit 


NSSO  Other  Income 
Service  Charges  -  BUFEBS 
Interest  Income 

Gain  or  Lost  on  Sales  of  Gov't  Securitise 
Purchase  Discount 
Miscellaneous  Inc  cm* 

Gain  or  Lose  on  Sale*  of  Fixed  Assets 
Service  Charges  to  MSTS  Exchangee 
Total  Other  Income 
Net  Profit 


$  5,751,069 

10.4 

426,973 

.8 

21,098 

.0 

25,582 

.1 

5,000 

.0 

45,834 

.1 

15,910 

.0 

500 

.0 

2,672 

.0 

2,520 

.0 

36,042 

.1 

7,883 

.0 

4,166 

.0 

16,007 

.0 

9,296 

.0 

17,919 

.0 

12,545 

.0 

106 

.0 

6,483 

.0 

43,159 

.1 

6,65e 

.0 

4,244 

.0 

6,516 

.0 

49,666 

.1 

421 

.0 

27,223 

.1 

2,812 

.0 

1,038 

.0 

(103) 

.0 

80,848 

.2 

44,483 

.1 

13,008 

.0 

416 

.0 

51,096 

.1 

-0- 

.0 

3,393 

.0 

-0- 

|  991.414 

if 

%  275,003 

.5 

292,492 

.5 

,  2.083 

_afi 

f  569.578 

JLafi 

j  4. 190. 077 

JA 

$  10,000 

.0 

142,041 

.2 

(2,477) 

.0 

316,364 

.6 

9,392 

.0 

(3,963) 

.0 

1.526 

-afl 

_afi 

1  uMaMo 

8.4 

1 


(M3 

RECONCILIATION 

AS 


MONTH  gjgljC 


PiRcmr 


25  MAY  1968 

OF  SALES 

*  Net  Profit  or  Loss  (All  Exchanges) 

$  3,905,188 

7.0 

t  2,845,350 

NSSO  Reserve  Charge  to  Exchanges 

Less:  NSSO  Net  Expense 

Exchange  Program  Expansion 

$  1,845,881 
1.088.109 

1  757.772 

3.3 

_L k 

liflenivifFv! 

Net  Profit  or  Loss  as  shown  on  U.S.  Navy 

Ship's  Store  Office  Consolidated  Operating 
Statement 

$  4.662,960 

8.4 

$  3.227.654 

*  NOTE 

Net  Profit  or  Loss  (All  Exchanges) 

Allocated  as  Follows: 

Station  Local  Recreation  Funds  $  2,519,129 

Bureau  of  Naval  Personnel  586,11? 

Provision  for  EM  Club  - 

Entertainmant/Refurbishment  458,828 

Amortization  of  Capital  Improvements  341.119 

*"3.905.188 


$  1,919,469 
400,107 


351,233 

174.5a 


I  2,845.350 


II.  3.  NAVY  SHIP1  STORE  OFFICE 
(NAVY  EXCHANGE  DIVISION) 

BFTOMOTT.T ETION  OF  CONSOLIDATED  OPERATING  STATEMENT 
AS  AT  25  MAY  1966 


PAPE  NO.  7 
PRELIMINARY 


_ MONTH  ENDING _ _ 

PtRCENT  PERCENT 

OF  SATES  25  HAY  1967  OF  SALES 


_ 12  MONTHS  FISCAL  TEAR  TO  DATE _ 

percent  percent 

21  HAY  196a  OF  SALES  25  HAY  196?  OF  SALES 


7.0  $  2,845,350  6.2 


$40,313,050  6.5  $35,715,245  6.5 


3.3 

_L2 

_1^ 


1,535,493 
T  1.153.189 
$  382 ■ 304 


$20,777,885 

ll.051.fiia 

$  9.726.073 


$17,973,057  3.3 
ll.Q6A.562  JL& 
$  6.908,491  Ail 


3.3 

Ail 

.8 


3.3 

-L& 


MARINE  CORPS  EXCHANGE  SERVICE  CONSOLIDATED  P  AND  L  STATEMENT 
Period  23  Jen  1967  -  28  Jan  1968 


1 


ACCOUNTS 


Total  -  Sales 

Less  Cost  of  Sales 

Supplies  &  Direct  Expense 
Payroll  (Less  630) 

Gross  Profit _ 


Other  Operating  Expenses: 

General  Overhead  Payroll 
Telephone 
Other  Utilities 
Lauriry  6  Linens 

Maintenance  &  Repairs  to  Property 
Gas,  Oil  6  Vehicle  Maintenance 
Travel  &  Mileage  Allowance 
Stationery  6i  Office  Supplies 
Insurance 
Taxes  &  Licenses 

Purchase  of  Equipment  ($25.00  or  less) 
Cleaning  &  Maintenance  Supplies 
Bank  Service  Charges 
Machine  Rental 

Technical  Books  6,  periodicals 
Mi scellaneous 


Total  Other  Operating  Expenses _ 


Profit  Before  Other  Income  &  Other 
Deductions 


Other  Income  : 

Free  Merchandise 
Cash  Discount  Earned 
Commissions 

Interest  on  Investments  &  Savings 
Adjustments  of  Reserve  for  Contingencies 
Adjustments  of  Reserve  for  Equipment  & 
Improvements 

Gain  on  Equipment  Sold  or  Trade-in 
Miscellaneous  Income 
Deductions  from  Capital 
Grants  from  Marine  Corps  Exchange  Fund 
Reduction  of  Equipment 
Total  Other  Income  _ 


Other  Deductions: 

Survey  Losses 

Price  Reductions 

Cash  Discount  Allowed 

Loss  on  Equipment  Sold  or  Trade-in 

Other  Losses 

Assessments 

Additions  to  Equipment  _ 


Total  Other  Deductions  _  _ 


Net  Profit  _  _ 


$131,875,939.64 

101,730,091.45 

1,653,305.17 

14,609,740.97 

13,882,802.05 


2,335, 

63, 

207, 

28, 

764, 

52, 

33, 

103, 

214, 

646, 

83, 

127, 

125, 

3, 

25, 


4,818, 


305.53 

766.88 

,890.02 

,618.73 

,086.43 

,946.01 

,832.41 

,893.70 

,985.37 

029.98 

014.95 

580.26 

716.15 

992.70 

435.95 

988.81 


083.88 


9,064,718.17 


104,582.18 

978,917.03 

1,502,334.04 

115,422.31 

309,959.35 

1,393,817.26 

194.00 

120,308.52 

45,300.00 

783,120.02 

5,353,954.71 


105,054.53 

430.932.89 

105,878.29 

252,483.21 

520.214.34 

1,431,761.03 

1.497.974.47 


4,344,298.76 


10,074,374.12 


2 


MARINE  CORPS  EXCHANGE  SERVICE  CONSOLIDATED  P  AND  L  STATEMENT 
Period  23  Jan  1967  -  28  Jan  1968 


ACCOUNTS 


1. 


Merchandise  -  Sales 

Less  Cost  of  Sales 

Supplies  6  Direct  Expense 
Payroll 


100.00 

83.65 

.50 

8.03 


AMOUNT 


$88,920,796.41 
74,378,601 .91 
448,544.83 
7,141,259.45 


Gross  Profit 


7.82 


6 ,  952 ,390.22 


Enlisted  Service  Club  -  Sales 
Less  Cost  of  Sales 
Supp lies  &  Direct 
Pavroi  1 


Expense 


100.00 

58.77 

4.01 

19.8b 


Gross  Prof  it 


17.36 


Service  Station  -  Sales 

Less  Cost  of  Sales 
Supplies  &  Direct 
Payroll 


Expense 


100.00 

75.29 

.63 

11.80 


1,741,668.33 
1 .023,584.90 
69,826.44 
345,944.44 


302.312.55 


15,225,221.07 
11 ,463,387.46 
126,867.24 
1,796,257.43 


Gross  Profit 


Restaurant  -  Sales 

Less  Cost  of  Sales 
Suppl ies  6  Direct 
Payroll 


Expense 


12.00 

100.00 

54.04 

4.05 

31.45 


1  ,838,708.94 


4,055,262.83 

2,191,557.32 

164,163.44 

1.275.194.70 


Gross  Profit 


10.46 


424,347.37 


Soda  Fountain  -  Sales 

Less  Cost  of  Sales 
Supplies  6  Direct 
Payroll 


Expense 


100.00 

55.84 

2.55 

25.52 


Gross  Profit 


Barber  Shop  -  Sales 

Less  Cost  of  Sales 
Supplies  6  Dlrei  t 
Payrol 1 


Expense 


Gross  Profit 


16.09 


100.00 

.30 

4.24 

82.32 


13.14 


4,258, 

2,377, 

108, 

1,086, 


086.95 

519.22 

534.20 

832.01 


685.201.52 


1  ,628, 
4, 
68, 
1.340, 


235.65 

835.19 

976.69 

416.44 


214.007.33 


Beauty  Shop  -  Sales 

Less  Cost  of  Sales 
Suppl  ies  ft  Direct 
Payro 1 1 


Expense 


Gross  Prefit 


Tailor  Shop  -  Sales 

Less  Cost  of  Sales 
Suppl  Ies  6  Direct 
Payroll 


Expense 


100.00 

7.44 

8.52 

73.83 


10,21 


100.00 

40.66 

2.58 

48.35 


282, 

21. 

24, 

208, 


806.16 

040.92 

090.78 

804.08 


28.870.38 


1,165, 

473, 

30, 

563, 


208.47 

744.46 

027.65 

422.22 


Gross  Profit 


8.41 


Shoe  Shop  -  Sales 

Less  Cost  o 
Supp 1  ies 
Payroll 


f  Sales 
6  Direct 


Expense 


100.00 

41.25 

2.17 

37.72 


98,014.14 


376.16 

630.46 

138.23 

405.14 


Gross  Profit 


18.86 


1,202.33 


MARINE  CORPS  EXCHANGE  SERVICE  CONSOLIDATED  P  &  L  STATEMENT  (CONT.) 
Period  23  Jan  1967  -  28  Jan  1968 


ACCOUNTS 

7. 

AMOUNT 

Photo  Shop  -  Sales 

100.00 

916,345,40 

Less  Cost  of  Sales 

49.67 

455,164.79 

Supplies  &  Direct  Expense 

1.41 

12,900,13 

Payroll 

8.05 

73.735.99 

Gross  Profit 

40.87 

374.544.49 

Other  Activities  -  Sales 

100.00 

2,312,306.69 

Less  Cost  of  Sales 

75.58 

1,747,685.39 

Supplies  &  Direct  Expense 

1.79 

41,358.11 

Payroll 

15.47 

357.615.92 

Gross  Profit 

7.16 

165.647.27 

Snack  Bar  -  Sales 

100.00 

2,081,098.77 

Less  Cost  of  Sales 

56.41 

1,174,045.29 

Supplies  &  Direct  Expense 

2.70 

56,246.85 

Payroll 

16.44 

342.073.56 

Gross  Profit 

24.45 

508,733.07 

Vending  Machines  -  Sales 

8,278,159.99 

Less  Cost  of  Sales 

66.62 

5,514,875.96 

Supplies  &  Direct  Expense 

5.98 

494,801.74 

Payroll 

.24 

19.798.43 

Gross  Profit 

27.16 

2.248.683.86 

Grocery  -  Sales 

100.00 

1,004,366.76 

Less  Cost  of  Sales 

89.75 

901,418.18 

Supplies  6  Direct  Expense 

.68 

6,828.84 

Payroll 

5.57 

55.981.16 

Gross  Profit 

4.00 

40.138.58 

APPENDIX  G 


MILITARY  EXCHANGES  SALARY  SCHEDULES 
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NS SO  MANAGEMENT  SALARY  STRUCTURE 
Effective  1  October  1967 

RANGE 


Grade  Level 

Min. 

Max. 

Increment 

1 

$  5,400 

$  8,500 

$  300 

2 

6,200 

9,700 

400 

3 

7,400 

11,800 

500 

4 

9,200 

14, 300 

600 

5 

11,100 

17, 700 

700 

6 

13,700 

21, 700 

800 

7 

16,800 

23,300 

900 

8 

22,300 

26,400 

1000 

! 

f 


3 


I 

^  REVISED-EFFECTIVE  NAVY  EXCHANGES 


r 

4 

J 

1  February  1963 

San  Diego  Wage  Structure 

GRADE  1 

_ 2_ 

3 

NTC  SAN  DIEGO 

NS  SAN  DIEGO 

NAS  NORTH  ISLAND 
NAS  MIRAMAR 

4  5 

r 

1 

— 

— 

— 

— 

— 

! 

2 

— 

— 

— 

— 

— 

j 

3 

— 

— 

1.65 

1.68 

1.71 

4 

— 

1.65 

1.68 

1.73 

1.82 

5 

1.65 

1.68 

1.75 

1.84 

1.93 

[ 

6 

1.70 

1.77 

1.85 

1.94 

2.04 

i 

4 

7 

1.78 

1.86 

1.95 

2.05 

2.15 

I 

8 

1.88 

1.96 

2.05 

2.15 

2.26 

i 

9 

2.01 

2.10 

2.15 

2.26 

2.37 

10 

2.06 

2.15 

2.25 

2.36 

2.48 

▼ 

l 

11 

2.24 

2.34 

2.45 

2.57 

2.70 

I 

12 

2.32 

2.43 

2.55 

2.68 

2.81 

13 

2.45 

2.57 

2.70 

2.84 

2.98 

I 

14 

2.73 

2.86 

3.00 

3.15 

3.31 

I 

15 

3.02 

3.18 

3.35 

3.52 

3.70 

I 

Department  K-4 

&  K-5  less 

.  054 

per  hour 

meal  allowance. 

4 


5  September  1967 


NTC  GREAT 

S 

LAKES, 

T  E  P 

ILLINOIS 

S 

1 

2 

3 

4 

5 

1. 

1.60 

1.71 

1.82 

2. 

1.60 

1.71 

1.82 

1.94 

J  3. 

1.70 

1.81 

1.93 

2.06 

2.20 

0  4. 

1.85 

1.97 

2.10 

2.25 

2.41 

B 

5. 

2.00 

2.12 

2.25 

2.42 

2.60 

L  6. 

2.15 

2.30 

2.45 

2.62 

2.80 

E 

v  7- 

2.30 

2.46 

2.63 

2.81 

3.00 

E  8. 

2.50 

2.67 

2.85 

3.05 

3.25 

L  9. 

2.75 

2.95 

3.15 

3.35 

3.55 

S 

10. 

3.10 

3.30 

3.50 

3.75 

4.00 

C ATEIOI Y  E  OTEIHT 


WJ 


SALARY  ITRUCTUEE  FOR  CATESORY  A  »*|^IMFL0YEEJ ^(MNMANAtEMENT) 

T/lll  | IK V 1 1 0/17  ' 


VEEELY i  t I -WEEKLY  AND  ANNUAL  RATE 

0ui4t  tttpt  Kb.  tncf—Ht  rtemmndat  tony  my  A*  in  any  Mount 


J«.  0*  THAI  NIC 


♦  w  -  »A#  |u/tfs  steps. 


•  I *SlI  K  LY 
ANNUAL 


•l-SCIKLY 

ANNUAL 


SICKLY 

•  I  -SICKLY 


1 1  -SICKLY 
ANNUAL 


1) 

SIlKLY 

•I-VCIKLV 

ANNUAL 


^  SICKLY 
I I -SICKLY 
ANNUAL 


^  SICKLY 
•1-SKCKLY 
ANNUAL 


*) 

SICKLY 
t I -SICKLY 
ANNUAL 


•I. SICKLY 
ANNUAL 


•) 


7* 

71 

to 

n 

144 

1(2 

l«0 

hi 

3744 

IIS2 

41(0 

4311 

III 

171 

1«6 

49 1 6 

4576 

4636 

>i 

ii 

102 

112 

112 

204 

4732 

4962 

5304 

BHBHi 


■  14 

172 

110 

no 

4264 

4472 

4660 

4940 

6 


1  February  1968 


COPY 


MARINE  CORPS  EXCHANGE  6-3  HOURLY  WAGE  AND  SALARY  SCHEDULE 


GRADE 


LEVEL 

START 

1 

3 

5 

7 

9 

11 

13 

15 

X-l 

A 

1.60 

1.66 

1.72 

1.78 

1.84 

1.90 

1.96 

2.02 

2.08 

B 

1.62 

1.68 

1.74 

1.80 

1.86 

1.92 

1.98 

2.04 

2.10 

C 

1.64 

1.70 

1.76 

1.82 

1.88 

1.94 

2.00 

2.06 

2.12 

X-2 

A 

1.65 

1.71 

1.77 

1.83 

1.89 

1.95 

2.01 

2.07 

2.13 

B 

1.67 

1.73 

1.79 

1.85 

1.91 

1.97 

2.03 

2.09 

2.15 

C 

1.69 

1.75 

1.81 

1.87 

1.93 

1.99 

2.05 

2.11 

2.17 

X-3 

A 

1.70 

1.76 

1.82 

1.88 

1.94 

2.00 

2.06 

2.12 

2.18 

B 

1.72 

1.78 

1.84 

1.90 

1.96 

2.02 

2.08 

2.14 

2.20 

C 

1.74 

1.80 

1.86 

1.92 

1.98 

2.04 

2.10 

2.16 

2.22 

X-4 

A 

1.75 

1.81 

1.87 

1.93 

1.99 

2.05 

2.11 

2.17 

2.23 

B 

1.77 

1.83 

1.89 

1.95 

2.01 

2.07 

2.13 

2.19 

2.25 

C 

1.79 

1.85 

1.91 

1.97 

2.03 

2.09 

2.15 

2.21 

2.27 

X-5 

A 

1.80 

1.86 

1.96 

2.06 

2.16 

2.26 

2.36 

2.46 

2.56 

B 

1.82 

1.88 

1.98 

2.08 

2.18 

2.28 

2.38 

2.48 

2.58 

C 

1.84 

1.90 

2.00 

2.10 

2.20 

2.30 

2.40 

2.50 

2.60 

X-6 

A 

1.85 

1.91 

2.01 

2.11 

2.21 

2.31 

2.41 

2.51 

2.61 

B 

1.87 

1.93 

2.03 

2.13 

2.23 

2.33 

2.43 

2.53 

2.63 

C 

1.89 

1.95 

2.05 

2.15 

2.25 

2.35 

2.45 

2.55 

2.65 

X-7 

A 

1.90 

1.96 

2.06 

2.16 

2.26 

2.36 

2.46 

2.56 

2.66 

B 

1.92 

1.98 

2.08 

2.18 

2.28 

2.38 

2.48 

2.58 

2.68 

C 

1.94 

2.00 

2.10 

2.20 

2.30 

2.40 

2.50 

2.60 

2.70 

X-8 

A 

1.95 

2.01 

2.11 

2.21 

2.31 

2.41 

2.51 

2.61 

2.71 

B 

1.97 

2.03 

2.13 

2.23 

2.33 

2.43 

2.53 

2.63 

2.73 

C 

1.99 

2.05 

2.15 

2.25 

2.35 

2.45 

2.55 

2.65 

2.75 

X-9 

A 

2.20 

2.26 

2.36 

2.46 

2.56 

2.66 

2.76 

2.86 

2.96 

B 

2.26 

2.32 

2.42 

2.52 

2.62 

2.72 

2.82 

2.92 

3.02 

C 

2.32 

2.38 

2.48 

2.58 

2.68 

2.78 

2.88 

2.98 

3.08 

X-10 

A 

2.40 

2.47 

2.57 

2.67 

2.77 

2.87 

2.97 

3.09 

3.23 

B 

2.46 

2.53 

2.63 

2.73 

2.83 

2.93 

3.03 

3.16 

3.30 

C 

2.52 

2.59 

2.69 

2.79 

2.89 

2.99 

3.09 

3.23 

3.37 

X-ll 

A 

2.60 

2.67 

2.77 

2.87 

2.97 

3.07 

3.21 

3.35 

3.49 

B 

2.66 

2.73 

2.83 

2.93 

3.03 

3.13 

3.28 

3.42 

3.56 

C 

2.72 

2.79 

2.89 

2.99 

3.09 

3.19 

3.35 

3.49 

3.63 

X- 12 

A 

3.00 

3.07 

3.17 

3.27 

3.37 

3.47 

3.57 

3.67 

3.78 

B 

3.10 

3.17 

3.27 

3.37 

3.47 

3.57 

3.67 

3.77 

3.87 

C 

3.20 

3.27 

3.37 

3.47 

3.57 

3.67 

3.77 

3.87 

3.97 

X-l  3 

A 

3.30 

3.37 

3.47 

3.57 

3.67 

3.77 

3.87 

3.97 

4.07 

B 

3.40 

3.47 

3.57 

3.67 

3.77 

3.87 

3.97 

4.07 

4.17 

C 

3.50 

3.57 

3.67 

3.77 

3.87 

3.97 

4.07 

4.17 

4.27 

X-14 

A 

3.60 

3.67 

3.77 

3.87 

3.97 

4.07 

4.17 

4.27 

4.37 

B 

3.70 

3.77 

3.87 

3.97 

4.07 

4.17 

4.27 

4.37 

4.47 

C 

3.80 

3.87 

3.97 

4.07 

4.17 

4.27 

4.37 

4.47 

4.57 

ENCLOSURE  (1) 
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JOB  CLASSIFICATION  SCHEDULE 


COPY 


JOB  TITLE 


GRADE 


Bus  Boy/Girl  X-l 

Car  Wash  Attendant 

Dishwasher 

Laborer /Janitor 

Sales  Clerk  (Extra) 

Tire  Repairman 

Checker  &  Counter  Clerk,  Dry  Cleaning  X-2 

Gas  Pump  Attendant 

Head  Janitor 

Presser  (Grade  Level  1) 

Sales  Clerk 
Seamstress 

Stock  Clerk,  Store/Warehouse 
Truck  Driver 

Waiter /Waitress ,  Restaurant/Fountain 

Assistant  Cook  X-3 

Building  Custodian 

Cashier 

Cashier,  Lab  Assistant,  Photo  Shop 

Chief  Marker,  Warehouse 

Clerk  Typist 

Department  Head 

Head  Gas  Pump  Attendant 

Head  Seamstress 

Maintenance  Man/ Janitor 

Presser  (Grade  Level  2) 

Short  Order  Cook 
Western  Union  Operator 

Barber  (Special  Pay  Category)  X-4 

Beautician 

Head  Cook 

Payroll  Clerk 

Presser  (Grade  Level  3) 

Receptionist 

Administrative  Clerk  X-5 

Assistant  Manager,  Retall/WM  Battalion 

Assistant  Receiver,  Warehouse 

Chief  Clerk,  Warehouse 

Dry  Cleaning  Unit  Operator 

Head  Clerk,  Retail 

Head  Waiter/Waitress 


STARTING  SALARY 
HOURLY  RATE 

_i _ S _ £ _ 

1.60  1.62  1.64 


1.65  1.67  1.69 


1.70  1.72  1.74 


1.75  1.77  1.79 


1.80  1.82  1.84 


COPY 


ENCLOSURE  (2) 
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JOB  CLASSIFICATION  SCHEDULE 


COPY 


JOB  TITLE _  GRADE 


Invoice  Clerk  X-5 

Lubrication  Specialist 
Mechanic,  Apprentice 
Mechanic,  Helper 

Receptionist/Typist/Payroll  Clerk 

Assistant  EADM  Operator  X-6 

Assistant  IBM  Operator 

Assistant  Manager,  Barber  Shop  (Special) 

Assistant  Manager,  Warehouse 
Billing/Computing  Machine  Operator 
Head  Presser 

Night  Supervisor,  Restaurant 
Spotter,  Dry  Cleaning 
Spotter/Presser 
Stock  Control  Clerk 

Cash  Collector  X-7 

Chief  IBM  Operator 

Clerk- Stenographer 

Finance  Section  Clerk 

Manager,  Beauty  Shop 

Photo  Colorist  &  Finisher 

Assistant  Bookkeeper,  Junior  X-8 

Assistant  Manager,  Ladles  &  Children 

Assistant  Manager,  Main  Store 

Assistant  Manager,  Restaurant 

Assistant  Manager,  Service  Station 

Assistant  Manager,  Sporting  Goods 

Assistant  Manager,  TV-Radio  Repair  Shop 

Chief  EADM  Operator 

Chief  Stock  Clerk 

Parts  Technician,  Service  Station 

Route  Man,  Dry  Cleaning  Shop 

Secretary 

Secretary-Finance  Section 
Stock  Control  Coordinator 

Assistant  Bookkeeper  X-9 

Assistant  Manager,  Photo  Shops 
Chief  Receiver,  Warehouse 
Manager,  Barber  Shops  (Special) 

Manager,  Fountains/Snack  Bars 


STARTING  SALARY 
HOURLY  RATE 
A  _B _  C 

1.80  1.82  1.64 

1.85  1.87  1.89 


1.90  1.92  1.94 


1.95  1.97  1.99 


2.20  2.26  2.32 


COPY 


ENCLOSURE  (2) 
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JOB  CLASSIFICATION  SCHEDULE 


COPY 


JOB  TITLE 


GRADE 


Manager,  Main  Store  X-9 

Manager,  Sporting  Goods  Department 
Manager,  Warehouse 

Mechanic,  General  (Also  under  SPECIAL) 

Photographer 

Assistant  Manager,  Tailor/Dry  Cleaning  Shop  X-10 
Assistant  Purchasing  Agent 
Chief  Cash  Collector 
Chief  Photographer 
Executive  Secretary 
Head  Bookkeeper 

Head  Mechanic  (Also  under  SPECIAL) 

Manager,  Photo  Shops 
Personnel  Assistant  &  Payroll  Clerk 

Manager,  TV-Radio  Repair  Shop 

Manager,  Restaurant 
Manager,  Tailor /Dry  Cleaning  Shop 
Purchasing  Agent 

Shop  Manager,  Garage/Service  Station 

Supervisor,  Photo  Shops 
Unassigned  (Exchange  Officer's  Use) 

Unassigned  (Exchange  Officer's  Use) 

Administrative  Assistant 
Manager  (Merchandise  Contt  .1 /Buyer) 

Barbers  (Includes  Manager  &  Assistant  Manager)  SPEC 


Director,  Food  Services  SPEC 
Garage  Mechanics  SPEC 
Supervisor,  Garage/Service  Station  SPEC 
Supervisor,  Tailor/Dry  Cleaning  Shop  SPEC 


X-ll 

X-12 

X-13 

X-14 

SPEC 

SPEC 


STARTING  SALARY 
HOURLY  RATE 
A  B  C 

2.20  2.26  2.32 


2.40  2.46  2.52 


2.60  2.66  2.72 

3.00  3.10  3.20 


3.30  3.40  3.50 


3.60  3.70  3.80 

Salaried 

Salaried 

Commission 

Commission 

Commission 

Commission 

Commission 


copv 
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APPENDIX  H 

APPLICABILITY  OF  THE  GOVERNMENT  CORPORATION  CONCEPT 
TO  MILITARY  EXCHANGES 

A.  PURPOSE  OF  THE  PAPER 

This  Appendix  is  for  the  purpose  of  aiding  the  DoD  in 
arriving  at  a  decision  regarding  the  application  of  the  govern¬ 
ment  corporation  concept  tc  military  exchanges.  This  alterna¬ 
tive  presents  itself  regardless  of  whether  the  exchanges  are 
maintained  as  three  separate  systems  or  some  form  of  consolida¬ 
tion  is  decided  upon.  This  alternative  only  becomes  a  feasible 
one  if  the  DoD  decides  that  the  exchange  systems  should  be  set 
up  as  one  or  more  discrete  organizational  entities  with  a  clear 
management  chain  extending  from  the  central  headquarters  down  to 
the  individual  exchanges;  and  with  the  authority  of  the  military 
chain  over  the  exchanges  defined  as  something  less  than  "command." 

The  principal  documents  used  in  the  preparation  of  this 
paper  are  listed  in  Attachment  1  to  this  Appendix. 

B.  LEGAL  BACKGROUND  AND  STATUS 

Army-Air  Force  -  As  governmental  activities  the  services 
provided  by  the  Army-Air  Force  Exchange  Service  has  what  has 
been  described  as  "a  curious  and  little  known  history."  Early 
in  this  country's  history  goods  and  services,  such  as  they  were, 
were  sold  to  men  in  the  Army  by  men  known  as  "sutlers,"  each 
of  whom  was  "a  combination  of  saloon  keeper  and  general 

^■Ref.  No.  1,  p.  19. 
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operator."^  There  is  no  doubt  that  the  sutlers,  although  sub¬ 
ject  to  government  regulation,  were  private  parties  operating 
for  profit  and  were  not  parts  of,  or  agents  of,  the  Government 
itself.  The  same  was  true  of  the  "post  traders"  who  replaced 
the  sutlers  around  1867  and  who  in  turn  were  eliminated  around 
1895.  Many  abuses  developed  under  both  the  sutler  and  post 
trader  arrangements.2 

In  1880  the  first  Army  post  canteen  was  opened.  It  con¬ 
sisted  of  a  room  in  one  of  the  buildings  at  an  Army  post  which 
was  set  aside  where  newspapers,  magazines,  writing  paper, 
envelopes,  pen  and  ink  were  available;  where  soldiers  could 
could  play  billiards,  cards,  and  other  games;  and  where  they 
could  obtain  light  food  and  beverages.  The  canteen  served  as 
a  combination  social  club  and  general  store  for  the  enlisted 
man,  and  was  operated  on  a  self-supporting,  non-profit  basis. 
The  canteen  arrangement  proved  to  be  a  success;  the  number  of 
canteens  grew  steadily;  and  by  about  1895  the  canteens  had 
almost  completely  replaced  the  post  traders  in  the  Army.  The 
War  Department  started  that  action  in  February  1889,  based  upon 
a  study  and  report  of  The  Assistant  Adjutant  General,  Major 
Theodore  Schwan.  Major  Schwan's  report  has  been  described  as 
".  .  .a  landmark  in  the  development  of  the  exchange  system. 

The  basic  philosophy,  concepts,  and  principles  for  the  estab¬ 
lishment  and  operation  of  post  canteens,  first  clearly  enunci¬ 
ated  in  his  recommendations,  still  remain  as  valid  guidelines 

4 

for  the  exchange  system  at  the  present  time  ..." 

^Ref.  No.  1,  p.  20. 

2Ref.  No.  1,  pp.  24-26. 

3 

Ref.  No.  1,  p.  26. 

4 

Ref.  No.  1,  p.  27. 
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operator.*'1  There  is  no  doubt  that  the  sutlers,  although  sub¬ 
ject  to  government  regulation,  were  private  parties  operating 
for  profit  and  were  not  parts  of,  or  agents  of,  the  Government 
itself.  The  same  was  true  of  the  "post  traders"  who  replaced 
the  sutlers  around  1867  and  who  in  turn  were  eliminated  around 

1895.  Many  abuses  developed  under  both  the  sutler  and  post 
2 

trader  arrangements. 

In  1880  the  first  Army  post  canteen  was  opened.  It  con¬ 
sisted  of  a  room  in  one  of  the  buildings  at  an  Army  post  which 
was  set  aside  where  newspapers,  magazines,  writing  paper, 
envelopes,  pen  and  ink  were  available;  where  soldiers  could 
could  play  billiards,  cards,  and  other  games;  and  where  they 
could  obtain  light  food  and  beverages .  The  canteen  served  as 
a  combination  social  club  and  general  store  for  the  enlisted 
man,  and  was  operated  on  a  self-supporting,  non-profit  basis.'1 3 
The  canteen  arrangement  proved  to  be  a  success;  the  number  of 
canteens  grew  steadily;  and  by  about  1895  the  canteens  had 
almost  completely  replaced  the  post  traders  in  the  Army.  The 
War  Department  started  that  action  in  February  1889,  based  upon 
a  study  and  report  of  The  Assistant  Adjutant  General,  Major 
Theodore  Schwan.  Major  Schwan's  report  has  been  described  as 
"•  •  •  a  landmark  in  the  development  of  the  exchange  system. 

The  basic  philosophy,  concepts,  and  principles  for  the  estab¬ 
lishment  and  operation  of  po3t  canteens,  first  clearly  enunci¬ 
ated  in  his  recommendations,  still  remain  as  valid  guidelines 
for  the  exchange  system  at  the  present  time  .  .  .  "4 

1Ref.  No.  1,  p.  20. 

2 

Ref.  No.  1,  pp.  24-26. 

3Ref .  No.  1,  p.  26. 

4 

Ref.  No.  1,  p.  27. 
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In  contrast  to  the  private,  civilian  character  of  the  sut¬ 
lers  and  post  traders,  the  Army  canteens  perhaps  could  best  be 
described  as  local  military  cooperatives.  To  the  extent  that 
they  were  organized  and  managed  by  government  personnel,  occu¬ 
pied  government  facilities,  and  were  furnished  utilities  by  the 
Government,  the  canteens  began  to  take  on  the  coloration  of 
government  activities.  In  1892  the  Secretary  of  War  changed  the 
name  of  the  "post  canteens"  to  "post  exchanges."1  Centralized 

management  of  the  Army-Air  Force  Exchange  Service  ( AAFES )  was 

2 

established  in  1946. 

Navy  -  The  Navy  counterparts  to  the  Army-Air  Force  exchanges 
are  of  two  kinds  which  have  different  histories,  depending  upon 
whether  they  are  afloat  or  ashore. 

•  Afloat  -  The  title  of  Navy  Ship's  Stores  was 
originally  applied  to  all  stores  afloat.  Their  predeces¬ 
sors  were  "slop  stores"  inherited  from  the  British  Royal 
Navy  and  "bumboats"  which  have  always  been  a  parasite  to 
men  of  the  sea.3  In  the  1800’ s  canteens  appeared  aboard 
U.  S.  naval  ships  which  were  individual  cooperatives, 
apparently  similar  in  structure  and  financing  to  the  can¬ 
teens  of  the  Army.  Thfese  were  replaced  around  1909  by 
full-fledged  governmental  activities,  authorized  by  an  Act 

of  Congress,  financed  from  appropriations,  and  called 
4 

Ship's  Stores. 

3Ref.  No.  1,  p.  31. 

2Ref .  No.  3. 

3 Ref .  NO.  3. 

410  USC  Ch.  651. 
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e  Aehore  -  Navy  shore-based  exchanges  were  originally 
called  Ship's  Service  Stores  and  were  small  concessions 
operated  by  enlisted  men  for  personal  profit.  They  were 
superseded  in  1923  with  the  issuance  of  a  Navy  Regulation 
which  provided  for  operation  of  the  stores  with  non-appropri- 
ated  funds  with  profits  to  be  used  for  welfare  and  recreation 
1 

purposes. 

In  1946  and  1947  the  Secretary  of  the  Navy  con¬ 
solidated  the  operation  of  the  Ship's  Service  Stores  under 
the  Navy  Ship!-  Stores  Office  (NSSO)  which,  in  turn,  was 

under  Navy  Supply  Systems  Command  (then  the  Bureau  of  Sup- 

2 

plies  and  Accounts) . 

e  Marine  Corps  -  The  history  of  the  Marine  Corps 
exchanges  is  said  to  parallel  that  of  the  Army  exchanges 
prior  to  1900,  when  the  first  Marine  post  exchange  was  es¬ 
tablished.  In  1912  the  last  Marine  post  trader  was  replaced 
by  a  post  exchange.3  Unlike  the  other  Services,  the  Marine 
Corps  still  operates  its  exchanges  as  separate,  independent 
facilities . 

•  General  -  By  1902  Congress  was  making  provision 
in  appropriation  acts  for  the  construction,  equipment,  and 
maintenance  of  buildings  for  the  conduct  of  post  exchange 
activities.  Congress  has  not,  however,  enacted  legislation 

4 

authorizing  military  exchanges  and  defining  their  functions. 


XRef .  No.  3. 

2Ref.  No.  3. 

3 

Ref.  No.  3. 

4As  already  noted,  there  is  authorizing  legislation  for  the 
Ship's  Stores  Afloat.  Another  merchandising  operation  resembling 
the  exchanges,  the  Veterans  Canteen  Service,  also  has  specific 
authorizing  legislation  (38  USC  Ch.  75)  . 
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Although  the  Courts  have  not  ruled  that  authorising  legis¬ 
lation  was  necessary  {see  below),  the  absence  of  such 
legislation  left  in  limbo  for  a  long  time  the  question 
whether  the  exchanges  were  governmental  or  private  in 
character . 1 


in  1949,  at  the  request  of  the  House  Armed  Ser¬ 
vices  Committee,  the  designations  of  the  exchanges  of  the 
four  Services  were  made  uniform.  The  Navy's  term,  "ship's 
service  stores,"  was  dropped  and  the  term  "post"  was  de¬ 
leted  from  the  Army  and  Marine  designations.  The  facili¬ 
ty  were  then  designated,  "Army  Exchange,"  "Navy  Exchange, 
"Marine  Exchange."  and  "Air  Force  Exchange." 


However  murky  the  past  may  have  been  with  respect 
to  the  legal  status  of  the  exchanges,  fairly  recent  legis¬ 
lative,  judicial,  and  executive  actions  have  left  no  room 
for  doubt  today  that  they  are  part  of  the  U.  S.  Government. 


e  In  1942  the  U.  S.  Supreme  Court  found 
that  the  Army-Air  Force  Exchanges  ".  .  . 
are  arms  of  the  Government,  an  integral 
part  of  the  War  Department,  and  partake 
of  whatever  immunities  it  may  have  under 
the  Constitution  and  Federal  statutes. 


!As  recently  as  1949,  for  example,  a  court  held  that  a 
vy  Ship's  Service  Store  employee  was  not  an  ^P1****  *h 
vernment .  Falini  v.  U.  S.,  125  F.  Supp.  630^ (D-C'E;J;N;^ 
49).  In  1963  the  Comptroller  General  said,  *  ‘  * 
anges  are  not  government-owned  or  operated  activi 
inion  No.  B-146868,  January  1963. 

2316  U.  S.  481.  62  Sup.  Ct.  1162  (1942). 
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•  In  1952  the  Congress  by  implication 
recognized  exchange  employees  as  Federal 
employees  by  exempting  them  from  laws 
administered  by  the  Civil  Service  Commis¬ 
sion. 

•  In  1957  the  Army  and  Air  Force  Departments 

stated,  "The  AAFES  is  an  instrumentality 

of  the  United  States  entitled  to  the 

immunities  and  privileges  available  under 

the  Federal  Constitution  and  statutes  to 

the  departments  and  agencies  of  the 

2 

Federal  Government  .  .  . 

Although  the  functions  of  the  exchanges  are 
Federal  functions,  they  bear  little  resemblance  to  the 
functions  of  the  regular  Federal  departments  and  agen¬ 
cies.  The  functions  are,  however,  quite  similar  to 
the  functions  of  government  corporations.  There  is, 
therefore,  a  need  for  exploration  of  the  pros  and  cons 
of  Federal  incorporation  of  the  exchanges. 


^5  USC  150K  exempts  civilian  employees  of  the  exchanges 
from  laws  administered  by  the  Civil  Service  Commission  and 
che  Federal  Employees  compensation  Act.  5  USC  150K-1  places 
exchange  civilians  under  the  Longshoreman's  and  Harbor 
Workers'  compensation  Act. 

2AR  60-10/AFR  147-7,  26  April  1957. 
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c.  DISTINGUISHING  CHARACTERISTICS  OF  A 

GOVERNMENT  CORPORATION 

The  characteristics  which  distinguish  a  government  corpora¬ 
tion  are: 

1.  The  Government  is  dealing  with  the  public  as  a 
businessman  rather  than  as  a  sovereign. 

2.  Users,  or  consumers,  rather  than  the  general 
public,  pay  for  the  cost  of  goods  and  services. 

3 .  Expenditures  necessarily  fluctuate  with  consumer 
demand  and  cannot  accurately  be  predicted  or 
realistically  kept  within  annual  limitations. 

4.  Additional  expenditures  to  meet  increased  demand 
do  not  in  the  long  run  increase  the  net  outlay 
from  the  U.  S.  Treasury. 

5 .  Operations  are  being  conducted  within  functional 
areas  in  which  there  are  well-established  trade 
practices . 

It  will  be  seen  that  the  military  exchanges  have  all  five 
of  these  characteristics. 

D.  DISTINGUISHING  AUTHORITIES  AND  EXEMPTIONS 

OF  A  GOVERNMENT  CORPORATION 

The  Congress  has  conferred  widely  differing  authorities  and 
exemptions  upon  government  corporations;  nevertheless,  it  is 
possible  to  make  some  generalizations  about  the  distinguishing 
authorities  and  exemptions  of  government  corporations.  Such 
distinguishing  attributes  stem  not  from  the  fact  of  incorpora¬ 
tion,  but  from  specific  grants  of  power  to  corporations  by  the 


Congress . 
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There  are  some  places  in  the  U.  S.  Code  in  which  a  depart¬ 
ment  or  agency  of  the  U.  S.  Government  is  defined;  the  defini¬ 
tions  include  corporations;  and  whole  bodies  of  statute  are 
made  applicable  to  departments  and  agencies  generally,  including 
corporations.*  Such  statutes  do  not  confer  unique  powers  on 
corporations.  On  the  contrary,  they  treat  corporations  the 
same  way  they  treat  regular  departments  and  agencies. 

1.  Corporation  Control  Act  -  The  only  general  Act  with 

provisions  exclusively  related  to  government  corporations 

2 

is  the  Government  Corporation  Control  Act  of  1945.  The 

Act  contains  important  provisions  affecting  the  financial 

affairs  of  corporations. 

a.  Budget  and  Audit  -  A  method  of  budget  presen¬ 
tation  and  audit  is  provided  which  is  different 
from  that  applicable  to  other  agencies  under  the 

Budget  and  Accounting  Act  of  19213and  the  Budget  and 

4 

Accounting  Procedures  Act  of  1950.  Corporations 
present  business-type  budgets  prepared  in  accordance 
with  principles  and  practices  cl'sely  resembling 
those  of  private  business,  corporations  are  annually 
audited  by  the  Comptroller  General  "in  accordance 
with  principles  and  procedures  applicable  to  commer¬ 
cial  corporate  transactions."  This  is  an  on-site 

*See,  for  example,  18  USC  6,  (Criminal  Statutes) ;  and 
28  USC  451  (Judicial  matters) . 

231  USC  841-869. 

331  USC  Chap.  1. 

4Ibid. 


Appendix  H 
page  9 


audit,  and  comprises  a  complete  survey  and  analysis 
of  the  financial  condition  and  operations  of  the 
corporation.1 

Corporate  Funds  -  Corporate  funds  are  authorized 
to  be  deposited  with  the  Treasurer  of  the  United 
States  or  in  private  banks,  and  the  corporation  can 
make  its  own  disbursements  from  such  accounts. 

2*  Corporate  Charters  -  Each  government  corporation  has 

an  individual  charter  in  the  form  of  an  Act  of  Congress 

establishing  the  corporation.  No  two  of  these  charters 

are  alike.  An  examination  of  the  charters  of  a  number 
2 

of  corporations  discloses  the  following  distinguishing 
attributes  additional  to  those  set  out  in  the  Corporation 
Control  Act: 


a*  Legal  Status  -  Unlike  a  government  department 
or  agency,  a  body  corporate  is  a  separate  entity 
for  legal  purposes  and  consequently  its  charter 
authorizes  it  to  sue  and  be  sued,  and  to  enter 
into  contracts  and  acquire  and  dispose  of  property 
in  its  own  name. 

k*  Authority  to  Make  Expenditures  -  A  corporation 

is  usually  given  power  "to  determine  the  character 

of  and  the  necessity  for  its  expenditures,  and  the 

manner  in  which  they  shall  be  incurred,  allowed,  and 
3 

paid."  A  corporation  is  thus  exempted  from  most 

Historically  the  exchanges  have  successfully  resisted 
audit  by  the  Comptroller  General,  in  1949  the  House  Armed  Ser¬ 
vices  Committee  agreed  to  forego  introducing  legislation  which 
would  have  required  audit  by  the  Comptroller  General  provided 
the  exchanges  were  audited  by  "a  recognized  firm  of  outside 
accountants. " 

2 

Ref.  Nos.  12  through  18. 

3Ibid. 
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of  the  regulatory  and  prohibitory  statutes  applicable 
to  the  expenditure  of  appropriated  funds  by  depart¬ 
ments  and  agencies.  Congress  usually  places  no  quan¬ 
titative  limits,  other  than  a  corporation's  total 
available  resources,  on  its  program  expenditures  as 
long  as  such  expenditures  are  made  in  accordance  with 
the  corporation 1  s  charter  and  its  annual  budget  pro¬ 
gram.  Agencies  are  generally  financed  by  direct 
annual  appropriations  from  Congress.  Corporate  funds 
are  ordinarily  derived  from  U.  S.  Treasury  subscrip¬ 
tions  to  capital  stock,  borrowings,  and  revenues. 

A  corporation  is  generally  authorized  to  use  and  re¬ 
use  its  revenues. 

c.  Accounts  -  The  accounting  practices  of  govern¬ 
ment  corporations  normally  follow  those  used  by  pri¬ 
vate  business  and  are  devised  primarily  as  an  aid  in 
the  management  and  control  of  the  corporate  program. 
Instead  of  maintaining  customary  appropriation  accounts 
on  an  obligation  basis,  including  accounts  by  objects 
of  expenditure,  corporation  accounts  are  classified 

by  character  of  activity  and  are  kept  on  an  accrual 
basis. 

d.  Personnel  -  Several  corporate  charters  recognize 
the  need  for  flexibility  in  the  handling  of  personnel. 
Some  corporations  are  totally  exempt  from  Civil  Ser¬ 
vice  laws,  and  most  of  them  have  been  given  special 
powers  to  employ  attorneys  and  agents.  The  charters 
display  a  high  degree  of  selectivity  in  this  area, 
some  exempting  employees  from  the  Civil  Service  but 
covering  them  under  one  or  more  of;  Federal  Employees 
Group  Life  Insurance,  Federal  Employees'  Compensation 
Act,  and  the  Civil  Service  Retirement  Act. 
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E.  ORGANIZATIONAL  AND  ADMINISTRATIVE  FEATURES  OF 
GOVERNMENT  CORPORATIONS 

An  examination  of  the  charters  of  several  existing  govern¬ 
ment  corporations1  shows  that  there  are  precedents  for  a  variety 
of  organizational  arrangements.  Some  examples: 

1 .  Governing  Board  (Board  of  Directors)  -  One  corporation 
has  no  board  of  directors.  Others  have  boards  ranging  in 
number  from  3  to  13.  Some  boards  are  part-time,  others 
full-time.  Some  members  are  ex-officio,  others  not. 

It  should  be  noted  that  a  board  of  directors  is  not 
an  indispensable  attribute  of  a  government  corporation. 
Indeed,  it  appears  to  be  something  of  an  anachronism 
stemming  from  the  fact  that  early  "Federal"  corporations 
were,  in  fact,  chartered  under  state  laws  which  required 
boards  of  directors  as  representatives  of  stockholders. 

The  need  for  meshing  the  activities  of  a  government  cor¬ 
poration  into  other  departmental  functions  indicates  that 
a  single  head  for  a  government  corporation  would  usually 
be  preferable  to  a  board. 

2 .  Advisory  Board  -  Most  government  c<  rporations  do  not 
have  statutory  advisory  boards,  but  some  do,  with  differ¬ 
ences  as  to  both  the  composition  and  nunfoers  of  the  mem¬ 
bership. 

3.  Chief  Executive  -  Corporate  charter  provisions  for 
chief  executives  display  a  very  wide  variety.  Examples: 

e  A  single  executive  with  the  title,  "Administrator." 

e  A  three-member  board  of  directors  which  collec¬ 
tively  functions  as  chief  executive. 

^Ref.  Nos.  12  through  18. 
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•  Several  single  executives  called,  "President. “ 

•  A  single  executive  who  is  also  the  head  of  a 
separate,  non-corporate  agency. 

Although  no  existing  government  corporation  has  a 
charter  which  specifically  authorizes  the  assignment  of  a 
military  officer  as  the  chief  executive  there  appears  to  be 
no  legal  bar  to  such  an  arrangement.  The  Panama  Canal 
Company  has,  in  fact,  been  headed  by  a  military  officer 
for  many  years.  There  are  some  statutory  precedents 
affecting  non-corporate,  civilian  agencies.  For  example. 

42  USC  2038  has  the  following  to  say  regarding  the  Atomic 
Energy  Commission:  "Notwithstanding  the  provisions  of  any 
other  law.  any  active  duty  officer  of  the  Army.  Navy,  or 
Air  Force  may  serve  as  Director  of  the  Division  of  Military 
Application  without  prejudice  to  his  commissioned  status 
as  such  officer  ....  Notwithstanding  the  provisions  of 
any  other  law.  any  active  or  retired  officer  of  the  Army, 
Navy,  or  Air  Force  may  serve  as  Chairman  of  the  Military 
Liaison  Committee  without  prejudice  to  his  active  or  re¬ 
tired  status  as  such  officer  ..."  The  National  Aero¬ 
nautics  and  Space  Administration  has  authority  under 
42  USC  2473(b) (12)  to  utilize  active  duty  military  person¬ 
nel  in  the  performance  of  NASA's  functions. 

4.  Deputy  Chief  Executive  -  Most  government  corporation 
charters  do  not  specifically  provide  for  a  deputy  chief 
executive,  but  two  of  them  do  so.  One  provides  for  a 
Deputy  Administrator,  the  other  for  a  First  Vice  President. 

5.  internal  Organization  Structure  -  None  of  the  govern¬ 
ment  corporation  charters  which  were  reviewed  placed  any 
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constraints  upon  internal  organization,  leaving  that  im¬ 
portant  matter  entirely  under  the  control  of  corporate 
management . 

6 .  Other  Special  Features 

a.  Taxes  -  Government  corporations  are  not  subject 
to  state  or  local  taxation.  Where  it  has  appeared, 
however,  that  the  impact  of  their  tax-free  operations 
cn  the  local  governmental  structure  would  be  seriously 
adverse,  some  corporations  have  been  authorized  to 

make  payments  i,n  lieu  of  taxes  to  state  or  local  govern¬ 
ments  . 

b.  Utilization  of  Other  Government  Services  -  Some 
corporations  have  been  authorized,  with  the  consent  of 
the  head  of  the  department  or  agency  involved,  to  make 
use  of  the  information,  services,  facilities,  officers 
or  employees  of  such  department  or  agency  in  the  dis¬ 
charge  of  authorized  corporate  activities. 

c.  Employment  of  Aliens  -  At  least  one  government 
corporation  has  been  authorized  to  employ  or  to  con¬ 
tract  for  the  employment  of  aliens  outside  of  the 
United  States . 

F.  IMPORTANCE  OF  THE  ISSUE  OF  INCORPORATION 

The  question  of  giving  the  military  exchanges  the  status  of 
a  government  corporation  will  assume  special  significance  if : 

1.  The  DoD  decides  to  make  the  exchanges  more  fully 
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self-supporting3;  or  to  make  the  character  and  val  ie 
of  the  exchange  appropriated  fund  support  specific  and 
subject  to  annual  appropriation;  or,  simply,  to  make 
it  possible  to  identify  and  measure  the  amount  of  the 
appropriated  fund  support  on  an  after-the-fact  basis. 

OR 

2 .  The  DoD  decides  that  a  legislative  basis  should  be 
sought  from  the  Congress  which  would  remove  the  un¬ 
certainties  and  complications  which  presently  are 
associated  with  the  exchange  operations.  These  un¬ 
certainties  and  complications  are  discussed  elsewhere 

in  this  report.  They  involve  primarily  the  status  of 
2 

exchange  employees  ;  the  settlement  of  claims  for  and 
against  the  exchanges;  and  the  financial  activities  of 
the  exchanges . 

The  characteristics  of  the  exchange  operations  are 
such  that  it  is  questionable  that  either  the  Executive 
Office  of  the  President  or  the  Congress  would  be  will¬ 
ing  to  support  organic  legislation  for  the  exchanges 
which  established  them  on  other  than  a  corporate  basis. 


^s  recommended  in  the  Report  of  the  First  Quadrennial  Review 
of  Military  Compensation,  Vol .  I,  Active  Duty  Compensation,  Recom¬ 
mendation  No.  19--1  Nov.  1967. 

2 

The  exact  legal  status  of  exchange  civilians  is  still  cloudy. 
See  "The  Legal  Status  of  the  Exchange  Employee-Resolved  and 
Unresolved  Questions."  Ref.  2,  p.  37. 

3The  Veterans  Canteen  Service,  mentioned  earlier,  is  a 
government  corporation  for  all  practical  purposes  although  it 
is  not  so  designated  in  law. 
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G.  SOME  BENEFITS 

Over  and  above  the  matter  of  clarification  of  the  statue 
of  the  exchanges,  it  would  appear  that,  if  desired  by  the  DoD 
and  approved  by  the  Congress,  the  following  benefits  could  be 
obtained  for  the  exchanges  by  appropriate  charter  provisions: 

e  Ability  to  secure  working  capital  fr  •n  the  United  States 
Treasury.  One  of  the  major,  historical  problems  of  the 
exchanges  has  been  the  need  of  substantial  amounts  of 
working  capital  to  extend  exchange  services  into  opera¬ 
tional  theatres  in  WW  I,  WW  II,  Korea,  and  the  present 
Vietnam  War.1 2  Working  capital  for  Army  exchanges  was 
obtained  in  WW  II  through  a  $20  million  loan  from  the 

Defense  Supplies  Corporation,  a  subsidy  of  the  Recon- 

2 

struction  Finance  Corporation.  Working  capital  to 
fill  the  AAFES  Vietnam  pipeline  is  being  obtained  by 
borrowing  large  sums  from  private  banks — as  much  as 
$60  million  at  one  point.  The  interest  on  these  loans 
reduced,  and  is  still  reducing,  the  benefits  to  the 
people  the  exchanges  are  set  up  to  serve.  Quick  access 
to  a  U.  S.  Treasury  loan  or  advance  would  be  of  great 
value  in  enabling  the  exchanges  to  respond  to  "surge" 
requirements.  Since  the  purpose  of  such  a  loan  would 
be  to  meet  a  military  requirement,  it  seems  appropriate 
that  it  bear  little  or  no  interest. 

•  Ability  to  construct,  own,  and  operate  exchange  facili¬ 
ties  .  The  quality  of  service,  volume  of  sales,  and 


1Ref.  No.  1,  pp.  33-35. 

2Ref.  No.  3. 
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"profitability"  of  many  exchange  stores  are  being  im¬ 
paired  by  the  inadequate  facilities  available  to  many 
of  the  stores  under  present  arrangements.  As  a  cor¬ 
poration,  the  exchange  system (s)  would  be  in  position 
to  construct,  enlarge,  or  modernize  local  stores  as 
needed,  with  investments  from  exchange  capital.  This 
is  being  done  now  on  a  small  scale.  A  widespread  need 
would  develop  if  Recommendation  No.  19  in  the  First 
Quadrennial  Review  of  Military  Compensation  is  adopted. 

•  Ability  to  settle  claims  and  to  sue  and  be  Bued  in  its 

own  name.  As  unincorporated  Federal  instrumentalities 

the  exchange  systems  must  handle  claims  as  is  done  by 

the  regular  departments  and  agencies.  Claims  are  for 

or  against  the  U.  S.  Government  and  those  which  go  to 

court  are  handled  by  the  department  through  a  local 

u.  S.  Attorney.2  The  grants  of  authority  to  government 

corporations  to  bring  and  to  defend  suits  in  their  own 

names  have  been  considered  to  be  major  contributions 

toward  the  flexibility  of  operation  which  makes  the 

3 

corporate  form  useful. 

The  question  whether  the  exchange  systems  should  be 
able  to  sue  and  be  sued  in  their  own  names  involves 
considerations  relative  to  (1)  government  flexibility 
and  efficiency,  and  (2)  the  impact  upon  those  with  whom 
the  exchanges  are  dealing . 

From  the  efficiency  point  of  view,  there  is  no  doubt 


LRef.  No.  3. 

2Ref .  No.  2,  pp.  24-28. 
3Ref.  No.  4,  p.  16. 
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that  the  present  arrangement  is  cumbersome  compared  to 
that  of  government  corporations.  The  Department  of 
Justice  and  the  U.  S.  Attorneys  must  handle  suits  for 
and  against  the  exchanges  (and  stemming  from  matters 
generally  foreign  to  their  areas  of  legal  concern  such 
as  bad  check  collection  and  commercial  type  claims  in¬ 
volving  vendors) .  LMI  has  not  been  able  to  calculate 
the  extra  cost  to  the  Government  imposed  by  the  present 
arrangement  with  respect  to  claims,  but  it  appears  to 
be  comparatively  small. 

From  the  point  of  view  of  claims  handling  the  ques¬ 
tion  of  incorporation  may  be  less  important  in  terms  of 
efficiency  than  in  terms  of  its  effect  upon  the  business¬ 
men  with  whom  the  exchanges  deal,  a  matter  which  is 
briefly  discussed  in  Section  1.2.  of  this  Appendix. 

The  issue  may  also  be  regarded  as  of  some  importance 
were  it  decided  to  make  the  exchanges  more  fully  self- 
supporting  since  in  handling  claims  the  Department  of 
Justice  may  be  said  to  be  providing  some  small  measure 
of  appropriated  fund  support. 

H.  SOME  PROBLEMS 

1.  Appropriated  Fui  d  Support  -  A  major  problem  associa¬ 
ted  with  exchange  incorporation  involves  the  question  of 
appropriated  fund  support.  Historically,  objections  have 
been  made  to  incorporating  governmental  commercial -type 
programs  with  a  variety  of  reasons  advanced,  when  the  real 
and  underlying  basis  for  the  objection  was  the  fact  that 
the  corporation  was  expected  to  operate  with  little  or  no 
appropriated  fund  support.  There  is,  however,  nothing  in 
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law  or  precedent  to  preclude  appropriated  fund  support  for 
the  exchanges  as  an  incorporated  instrumentality  if  that 
is  what  the  executive  and  legislative  branches  want.  There 
are,  in  fact,  precedents  for  such  support.  One,  for 
example,  is  defense-related.  The  Panama  Canal  Company 
charter  provides,  "there  shall  be  excluded  from  the  /govern¬ 
ment  investment  in  facilities  on  which  the  corporation  pays 
interest/  any  portion  of  the  transferred  property  which  is 
properly  allocable  to  defense."  Another  is  the  Virgin 
Islands  Corporation,  which  has  a  specific  provision  in  its 
charter  for  annual  grants  from  appropriated  funds  to  the 
corporation  to  meet  expenses  of  non-revenue  producing  pro¬ 
grams.  The  appropriated  fund  support  problem  is  one  largely 
involving  policy — once  a  decision  has  been  reached  whether 
there  should  be  appropriated  fund  support  and,  if  so,  what 
form  it  should  take,  the  mechanics  of  implementation  should 
not  be  very  difficult. 

2-  Relationship  to  the  Military  Command  Chain  -  As  far 
as  CONUS  is  concerned  with  respect  to  AAFES  and  with  re¬ 
spect  to  Navy  and  Marine  systems  generally,  incorporation 
of  the  exchanges  can  be  considered  only  if  a  decision  has 
been  made  to  take  local  exchanges  out  from  under  the 
"command"  of  the  military  chain.  The  problem  is  different 
with  respect  to  the  European  Exchange  System  (EES)  and 
Pacific  Exchange  System  (PACEX) .  In  those  theaters  the 
exchanges  are  parts  of  centrally  managed  systems.  The 
problem  would  involve  placing  a  constraint  upon  the 
authority  of  the  theater  commander,  an  issue  which  is  well 
outside  the  scope  of  this  study. 
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3 .  Title  to  Exchange  Stores  -  Title  to  the  preeent  ex¬ 
change  stores  is  in  the  U.  S.  Government.  A  decision  would 
need  to  be  made  whether  to  transfer  title  to  the  stores  to 
the  corporation(s)  and,  if  so,  under  what  terms  and  condi¬ 
tions.  If  title  is  not  passed,  there  will  then  be  a  ques¬ 
tion  whether  the  corporation(s)  should  pay  rental  on  the 
properties.  Again,  this  problem  appears  to  be  a  knotty  one 
as  to  policy  but  fairly  straightforward  as  to  implementa¬ 
tion  once  a  clear  policy  is  set.  The  free  use  of  facilities 
is  considered  by  some  to  be  a  "subsidy."  Considering  the 
constraints  placed  upon  the  exchanges  as  to  store  location 
and  operating  conditions,  and  the  fact  that  their  prime 
mission  is  service  to  military  personnel  and  their  depend¬ 
ents,  the  question  may  fairly  be  asked  whether  a  "subsidy 
is  truly  involved. 

I.  WHY  IDENTIFY  THE  EXCHANGES  AS  A  " CORPORATION ? " 

As  non-appropriated  fund  activities,  the  exchanges  have 
some  of  the  principal  features  of  a  government  corporation.  Why 
then  need  the  question  of  formalization  be  considered?  The  de¬ 
tailed  issues  are  dealt  with  in  prior  sections  of  this  Appendix. 
Two  broad  and  somewhat  intangible  aspects  of  the  matter  are 
brought  out  here . 

1.  Internal  Government  Problems  -  Generally  speaking, 
the  executive  branch  of  the  Federal  government  is  made  up 
of  two  types  of  organizations .  The  first  and  predominant 
type  is  the  department  or  agency  which  is  financed  from 
appropriations.  The  second  and  minority  type  of  government 
corporation  (either  wholly-owned  or  mixed  government  and 
private  ownership)  which  is  financed  wholly  or  primarily 
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from  non-appropriated  funds .  There  is  no  recognized 
"third  type"  of  organization.  Any  organization  which  is 
not  celled  a  corporation  will  be  subject  to  efforts  by  such 
agencies  as  the  Bureau  of  the  Budget,  Civil  Service  Com¬ 
mission,  the  Departments  of  the  Treasury  and  Justice,  and 
the  General  Accounting  Office  to  impose  upon  it  the  con¬ 
ventional  constraints  applicable  to  the  deportments  and 
agencies .  This  is  a  general  problem  and  is  well  brought 
out  in  a  United  Nations  publication  of  some  years  ago: 

"While  it  is  theoretically  possible  to  endow  an 
enterprise  organized  along  normal  governmental  lines 
with  a  high  degree  of  operating  and  financial  flexi¬ 
bility,  in  practice  it  is  difficult  to  do  so.  As 
long  as  an  enterprise  is  not  clearly  differentiated 
from  other  types  of  governmental  activity,  strong 
pressures  will  be  brought  to  make  it  conform  to 
standard  governmental  regulations  and  procedures, 
since  emphasis  on  uniformity  is  a  common  character¬ 
istic  of  bureaucratic  administration.  Unless  speci¬ 
fic  legal  provisions  are  made  applicable  to  specifi¬ 
cally  designated  enterprises,  the  effort  to  apply 
different  procedures  often  fails."1 

2.  External  Relationships  -  It  is  generally  recognized 
to  be  true  that  government  corporations  are  able  to  work 
more  smoothly  in  their  external  business  relationship  than 
can  departments  and  agencies.  A  Bureau  of  the  Budget  pub¬ 
lication  puts  it  this  way: 

"Freedom  from  certain  restrictive  statutes  with 
respect  to  disbursements,  contracts,  purchases,  and 
personnel  make  it  possible  for  a  government  corpora¬ 
tion,  where  desirable,  to  follow  standard  commercial 


1 


Ref .  No . 


6 
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practices  in  carrying  on  ita  business.  In  addition, 
businessmen  are  familiar  with  the  corporate  form  of 
organization  and  feel  more  at  home  in  doing  business 
with  a  corporation  than  with  a  government  agency. 

The  businessman  knows  that  a  corporation  can  sue  and 
be  sued,  but  he  is  not  always  certain  of  his  rights 
and  obligations  with  respect  to  an  agency.  m1 
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PRINCIPAL  DOCUMENTS  USED  IN  THE 
PREPARATION  OF  APPENDIX  H 


Ref.  No.  1  -  "Evolution  of  the  Army  and  Air  Force  Exchange 

Service . "  by  M.  Scolnick  and  J.  L.  Packer,  The 
USAF  JAG  Law  Review,  Vol.  Ill,  No.  5,  Sept.- 
Oct.  1966. 


Ref.  No.  2 


Ref.  No.  3 


Ref.  No.  4 


Ref.  No.  5 


Ref.  No.  6 


Ref.  No.  7 


Ref.  No.  8 

Ref.  No.  9 


"Special  Army  and  Air  Force  Exchange  Service 
Issue"  -  The  USAF  JAG  Law  Review,  Vol.  IX, 

No.  2,  March-April,  1967. 

Hearings  before  Special  Subcommittee  on  Resale 
Activities  of  the  Armed  Services,  Committee  on 
Armed  Services,  House  of  Representatives,  Hs .  Doc. 
No.  104,  1949. 

"Elements  of  a  Model  Charter  for  Government 
Corporations 11  (Rev.),  August  1952,  Office  of 
Management  and  Organization,  U.  S.  Bureau  of 
the  Budget. 

"The  Government  Corporation:  Organization  and 
Controls . "  by  Harold  Seidman,  Bureau  of  the 
Budget — from  Public  Administration  Review, 

Number  3,  Summer,  1954. 

"Some  Problems  in  the  Organization  and  Adminis¬ 
tration  of  Public  Enterprises  in  the  Industrial 
Field"  -  United  Nations  Technical  Assistance 
Administration,  New  York,  1954. 

"The  Government  Corporation  in  the  United  States.  ” 
by  Harold  Seidman,  from  Summer  1959  issue  of 
Public  Administration  (Great  Britain) . 

1948  Budget  Message  of  the  President  of  the 
United  States  -  H.  Doc.19,  80th  Cong.,  pp.  M57-M62. 

Budget  and  Accounting  Act  of  1921,  31  USC  Chap.  1. 


Ref.  No.  10  -  Budget  and  Accounting  Procedures  Act  of  1950, 
31  USC  Chap.  1. 
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Rtf.  No.  11  -  Government  Corporation  Control  Act,  31  USC  841-869 

Ref  No .  12  -  St .  Lawrence  Seaway  Development  Corporation 
Charter,  33  USC  981. 

Ref.  No.  13  -  Tenneaeee  Valley  Authority  Charter,  16  USC  831. 

Ref.  No.  14  -  Export-Import  Bank  of  Washington  Charter, 

12  USC  635. 

Ref.  No.  15  -  Panama  Canal  Company  Charter,  5  C2C  61-75. 

Ref.  No.  16  -  Federal  Deposit  Insurance  Corporation  Charter, 

12  USC  1811. 

Ref.  No.  17  -  Federal  Savings  &  Loan  Insurance  Corporation 
Charter,  12  USC  1724. 

Ref.  No.  18  -  Virgin  Islands  Corporation  Charter.  48  USC  1407. 
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APPENDIX  I 

SUMMARY  OF  AFEX-EES  MERGER.  1964 

When  the  Air  Force  obtained  full  departmental  status  in 
1947,  the  Army  and  Air  Force  elected  to  operate  a  joint  exchange 
service  on  a  worldwide  basis.  However,  in  Europe  in  the  early 
1950's,  the  Air  Force  expanded  its  military  activities  into  the 
United  Kingdom,  Spain,  Morocco,  and  other  areas  in  the  Middle 
East  where  Army  units  were  not  located.  As  a  result,  the  Air 
Force  elected  to  withdraw  its  European  exchanges  from  the  joint 
Army-Air  Force  system  to  allegedly  be  more  responsive  to  command, 
recreation,  welfare,  and  morale  needs.  Thus  from  January  1952 
there  were  two  exchange  services  serving  Army  and  Air  Force 
troops  in  Europe,  North  Africa  and  the  Middle  East: 

(1)  European  Exchange  System  (EES)  serving  Army 
personnel . 

(2)  Air  Force  Exchange  System  (AFEX)  serving  Air 
Force  personnel. 

Following  this  separation  in  1952,  knowledgeable  experts 
claimed  that  the  duplication  of  effort  in  Europe  was  extremely 
costly  and  required  corrective  action.  Studies  of  possible 
alternatives  continued  for  over  10  years.  Finally,  the  need  to 
eliminate  basic  redundancy  combined  with  rising  operating  costs 
triggered  the  decision  to  merge.  In  the  fall  of  1963  the  Air 
Force  and  the  Army  established  a  joint  task  force  to  study  and 
submit  a  plan  to  merge  the  two  separate  exchange  systems.  The 
commands  approved  the  merger  plan  which  called  for  phasing  over 
a  three-year  period.  However,  the  merger  process  was  completed 
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in  twelve  months  because  of  the  pressure  of  operational  require¬ 
ments.  The  two  systems  were  formally  merged  on  25  July  1964 
and  the  resultant  combination  was  called  the  Army-Air  Force 
European  Exchange  System  (EES) . 

The  merger  resulted  in  many  coat  reductions  and  refinements 
as  shown  on  the  statistical  summary  that  follows. 

A  major  result  of  the  merger  was  a  reduction  in  the  numbers 
of  employees  and  resultant  personnel  costs  despite  a  continued 
escalation  of  wage  rates.  Thus  net  profit  improvement  was  pri¬ 
marily  a  reflection  of  personnel  cost  reductions.  Note  that  the 
average  military  strength  was  fairly  stable.  Sales,  which  rose 
only  modestly,  might  have  been  greater  except  for  military  draw¬ 
down  in  the  spring  of  1966  which  resulted  in  a  decreasing  number 
of  dependent  customers  in  FY  1967  and  FY  1968.  The  merger  had 
little  effect  on  gross  profit.  The  new  system  resulted  in  only 
a  minimum  increase  in  volume  discounts  and  a  consequent  nominal 
decrease  in  cost  of  sales. 

This  merger  can  be  used  as  a  gross  indicator  of  personnel 
reductions  when  two  large  exchange  organizations  merge.  At  the 
beginning  of  the  merger  there  were  25,000  people  in  the  combined 
systems.  Three  years  after  the  merger  this  figure  had  been  re¬ 
duced  tc  18,000  -  a  reduction  of  over  25%. 

However,  this  25%  reduction  cannot  be  legitimately  applied 
to  a  single  worldwide  defense  exchange  service,  even  though 
certain  elements  of  the  combination  may  achieve  or  even  surpass 
this  percentage.  It  is  predicted,  however,  that  sizable  person¬ 
nel  cost  savings,  along  with  reductions  in  other  cost  elements, 
can  be  realized  through  such  a  combination. 


Monthly  Military  Strength  Served  N/A  342,032  339,677  319,115  319,715 
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